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Important Notice Regarding the Availability of Proxy Materials for the Annual Meeting:
The Notice and Proxy Statement and Annual Report are available at www.proxyvote.com.
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HEALTHSOUTH CORPORATION

ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD THURSDAY, MAY 7, 2009

THIS PROXY IS SOLICITED ON BEHALF OF
THE BOARD OF DIRECTORS

The undersigned hereby appoints John P. Whittington and John L. Workman, and each of them, as attorney, agent and proxy of the
undersigned, with full power of substitution, to vote all shares of common stock and 6.50% Series A convertible perpetual
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choice is specified, the proxy will be voted as to all shares of the undersigned: FOR the election of all nominees
for director listed on the reverse side and FOR Proposal 2. The proxies are hereby authorized to vote all shares of
the undersigned in their discretion upon such other matters as may properly come before the meeting or any
postponement or adjournment thereof.

Please date and sign exactly as your name appears on the form and mail the proxy promptly. When signing as an attorney,
executor, administrator, trustee or guardian, please give your full title as such. If shares are held jointly, both owners must sign.

Address Changes/Comments:
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and then follow the instructions.

VOTE BY MAIL o .
Mark, sign and date your proxy card and return it in the postage-paid envelope
we have provided or’return it to Vote Processing, ¢/o Broadridge, 51 Mercedes
Way, Edgewood, NY 11717,

Your internet or telephone vote authorizes the named proxies to vote dvour shares in the
same manner as if you marked, signed and returned your proxy card.

If you vote your proxy by Internet or by telephone, you do NOT need to mail back
your proxy card.

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS:
HLSOC1 KEEP THIS PORTION FOR YOUR RECORDS

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED. DETACH AND RETURN THIS PORTION ONLY

To withhold authority to vote for any individual

HEALTHSOUTH CORPORATION _ r r A
THE BOARD OF DIRECTORS RECOMMENDS ok K oo panios ot 2N Wiite the
A VOTE FOR ALL DIRECTORS AND FOR PROPOSAL 2
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(1) Election of Directors
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firm for 2009.
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write them on the back where indicated.
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If a corporation, please sign in full corporate name by authorized officer. If
a partnership, please sign in partnership name by authorized person.)

Signature [PLEASE SIGN WITHIN BOX] Date ’ Signature (Joint Owners) Date
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Dear Shareholders:

This time last year, we were completing the turnaround of HealthSouth and launching our business plan with ité focus on organic growth
and deleveraging. Today, we are pleased to report on the progress we made in achieving the goals in our business plan, making 2008 a
year marked by measurable successes:

v We discharged 7.0% more patients from our hospitals than we did in 2007, which resulted in approximately 6.0% growth
in net operating revenues;

v Cash flow from operations was $227.2 million and Adjusted Consolidated EBITDA* increased $20.5 million, or 6.4%,
despite a reduction in our Medicare reimbursement which was effective April 1st;

v' We reduced our long-term debt by approximately $228 million and improved our leverage ratio to 5.3X from 6.3X at the
end of 2007; :

v Reported income from continuing operations was $2.44 per diluted share, an increase of 13.0% over the prior year; and

v Our adjusted earnings per share* was $0.75 per share in 2008, reversing a loss of $0.64 per share in 2007,

The market rewarded our performance throughout most of the year by according us a premium multiple on our earnings compared to
other highly-leveraged healthcare providers. And then, as we all know, the equity markets collapsed in the fourth quarter and took our
stock price — which was climbing as a result of our performance — down with the rest of the market. Because of our relatively high
leverage, our stock was especially hard hit. We quickly adjusted our balanced strategy of growth and deleveraging and made debt
reduction our primary objective.

Although many challenges remain, the board of directors and management believe the future of HealthSouth remains positive. First,

we are the nation’s largest provider of inpatient rehabilitative care and the patients we treat, for the most part, have medical conditions
that require our services. The fact that most of our services are not discretionary means we should be able to grow our revenues even

in this difficult environment. Second, we are managing our expenses to ensure we provide this care in a cost-effective manner, without
Jeopardizing quality. We have reduced our general and administrative expenses as a percent of our net operating revenues and fine-tuned
our compensation and benefit programs to reflect current market conditions. Third, our liquidity is excellent. As of F. ebruary 28, 2009,
we had all $400 million available under our revolving credit facility. Fourth, we anticipate our Adjusted Consolidated EBITDA will

be between $342 million and $352 million in 2009, which is adequate to continue our deleveraging while investing strategically in our
business. Finally, we continue to focus on debt Tepayment as our top priority and do not face any near-term refinancing requirements.
Our revolver matures in 2012, our term loan facility comes due in 2013, while our bonds are due in 2014 and 2016.

For the reasons outlined above, we believe HealthSouth will be able to weather the current economic environment. In fact, for 2009,
we are forecasting 15-20% Adjusted EPS growth. To achieve these results, we will continue to focus on treating more patients in our
hospitals and growing market share. We will continue to manage our costs to ensure strong operational performance. We will continue
to re-pay our long-term debt. We will continue with our claims against our former auditors, Emst & Young, and will apply any proceeds
Wwe recover to our capital structure for further deleveraging. Finally, we will continue to monitor market conditions and will adjust our
strategy if circumstances dictate that we do so. '

Sincerely,
/
Jon F. Hanson Jay Grinney
Chairman President
Board of Directors Chief Executive Officer

* Non-GAAP measures are reconciled to GAAP results on the following pages.
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Reconciliation of Net Income to Adjusted Income (Loss) from Continuing Operations and
Adjusted Consolidated EBITDA

Net income
Income from discontinued operations
Income from continuing operations

Gain on UBS Settlement

Government, class action, and related settlements

Professional fees — accounting, tax, and legal

Loss on interest rate swap

Accelerated depreciation of corporate campus

Gain on sale of investment in Source Medical

Interest associated with UBS Settlement

Provision for income tax benefit

Estimated state tax expense

Adjusted income (loss) from continuing
operations »

Adjustment to GAAP EPS for dilution

Adjusted income (loss) from continuing operations

per diluted share

Estimated state tax expense

Interest expense and amortization of debt discounts
and fees, excluding interest associated with
UBS Settlement

Depreciation and amortization, excluding accelerated

depreciation of corporate campus

Other adjustments per the Company's
Credit Agreement:
Impairment charges, including investments
Net noncash loss on disposal of assets
Loss on early extinguishment of debt
Gain on sale of investment in Source Medical
Compensation expense under FASB Statement
No. 123(R)
Other
Adjusted Consolidated EBITDA

Weighted average common shares outstanding:
Basic

Diluted

Year Ended December 31,
2008 Per Share 2007 Per Share
(In Millions, Except per Share Data)
2524 % 3.04 § 6534 $ 8.30
(17.6) 0.21) (455.1) (5.78)
234.8 2.83 198.3 2.52
(121.3) (1.46) - -
(67.2) (0.81) (2.8) (0.04)
44.4 0.53 51.6 0.66
55.7 0.67 30.4 0.39
10.0 0.12 - -
- - (8.6) 0.11)
9.4) (0.11) - -

- (70.1) (0.84) (322.4) (4.10)
(5.0) (0.06) (5.0) (0.06)
71.9 0.87 (58.5) (0.74)

(0.12) 0.10
$ 0.75 $ 0.64
5.0 5.0
169.1 229.8
73.8 76.2
319.8 252.5
24 15.1
2.0 5.9
5.9 28.2
- 8.6
11.7 10.6
- 0.4
341.8 $ 3213
83.0 78.7
96.4 92.0

“
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Reconciliation of Net Cash Provided by Operating Activities to Adjusted Consolidated EBITDA

For the Year Ended
December 31,
2008 2007
(In Millions)

Net Cash Provided by Operating Activities $ 2272 $ 2306
Compensation expense under FASB Statement No. 123(R) 11.7 10.6
Sarbanes-Oxley related costs - 0.3
Provision for doubtful accounts (27.8) (33.6)
Professional fees-accounting, tax, and legal 44.4 51.6
Interest expense and amortization of debt discounts and fees 159.7 229.8
(Loss) gain on sale of investments (1.4) 12.3
Equity in net income of nonconsolidated affiliates 10.6 10.3
Minority interests in earnings of consolidated affiliates (29.8) (31.4)
Amortization of debt discounts and fees 6.5) (7.8)
Amortization of restricted stock 6.7) 1.2)
Distributions from nonconsolidated affiliates (10.9) (5.3)
Stock-based compensation . (5.0 7.7
Current portion of income tax benefit (73.8) (330.4)
Change in assets and liabilities 49.1 8.4
Change in government, class action, and related settlements liability 7.4 171.4
Other operating cash (provided by) used in by discontinued operations 6.4) 13.2
Other - 0.2

Adjusted Consolidated EBITDA $ 3418 $ 3213

To help our readers understand our past financial performance, our future operating results, and our liquidity, we
supplement the financial results that we provide in accordance with generally accepted accounting principles in
the United States of America (“GAAP”) with certain non-GAAP financial measures. Our management regularly
uses our supplemental non-GAAP financial measures internally to understand, manage, and evaluate our
business and make operating decisions. In addition, Adjusted Consolidated EBITDA is the key component of
certain material covenants contained within our Credit Agreement. Investors are encouraged to review the
reconciliation of our non-GAAP financial measures to the comparable GAAP results, which is attached to our
quarterly earnings release and which can be found, along with other financial information, at

http.// investor.healthsouth.com/ﬁnancials.cﬁn.

These non-GAAP financial measures are not prepared in accordance with GAAP and may be different from non-
GAAP financial measures used by other companies. Therefore, these non-GAAP financial measures should not
be considered a substitute for measures of financial performance or liquidity prepared in accordance with GAAP.
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®

April 2, 2009

Dear Fellow Stockholder:

TI'am pleased to invite you to attend our 2009 annual meeting of stockholders of HealthSouth Corporation, to be held on Thursday,
May 7, 2009, at 11:00 a.m., central time, at our corporate headquarters at 3660 Grandview Parkway (formerly One HealthSouth
Parkway), Birmingham, Alabama.

We will review our 2008 performance and discuss our outlook for 2009 and respond to any questions you may have. We will

also consider the items of business described in the Notice of Annual Meeting of Stockholders and Internet Availability of Proxy
-Materials and in the Proxy Statement accompanying this letter. The Proxy Statement contains important information about the

matters to be voted on and the process for voting, along with information about HealthSouth, its management and its directors.

Every stockholder’s vote is important to us. Even if you plan to attend the Annual Meeting in person, please promptly vote

by submitting your proxy by phone, by internet or by mail. The “Commonly Asked Questions™ section of the Proxy Statement
and the enclosed proxy card contain detailed instructions for submitting your proxy. If you plan to attend the annual meeting in
person, you must provide proof of share ownership, such as an account statement, and a form of personal identification in order to
be admitted to the meeting. ’

On behalf of the directors, management and employees of HealthSouth, thank you for your continued support of and ownership in
our Company.

Sincerely,

@V 'ﬁo-u-\

Jon F. Hanson
Chairman of the Board of Directors



HealthSouth 2008 Annual Report

HEALTHSOUTH CORPORATION

Notice of Annual Meeting of Stockholders
and
Internet Availability of Proxy Materials

TIME 11:00 a.m., central time, on Thursday, May 7, 2009
PLACE HEALTHSOUTH CORPORATION
Corporate Headquarters

3660 Grandview Parkway (formerly One HealthSouth Parkway), Suite 200
Birmingham, Alabama 35243

Directions to the annual meeting are available by calling investor relations at
(205) 968-6400

ITEMS OF BUSINESS (1) To elect ten directors to the board of directors to serve until our 2010
annual meeting of stockholders.
« The Board of Directors recommends a vote FOR each nominee.

(2) To ratify the appointment by the Audit Committee of
PricewaterhouseCoopers LLP as HealthSouth’s independent registered
public accounting firm.

+ The Board of Directors recommends a vote FOR ratification.

(3) To transact such other business as may properly come before the Annual
Mecting and any adjournment or postponement.

RECORD DATE You can vote if you are a stockholder of record of HealthSouth on March 19,
2009. '
PROXY VOTING Your vote is important. Please vote in one of these ways:

(1) Viainternet: Go to http://www.proxyvote.com and follow the
instructions. You will need to enter the control number printed on your
proxy card;

(2) By telephone: Call toll-free 1-800-690-6903 and follow the instructions.
You will need to enter the control number printed on your proxy card;

(3) In writing: Complete, sign, date and promptly return your proxy card in
the enclosed envelope; or

(4) Submit a ballot in person at the annual meeting of stockholders.

Important Notice Regarding the Availability of Proxy Materials
For the Stockholder Meeting to be Held on May 7, 2009

HealthSouth’s Proxy Statement on Schedule 14A, form of pr\oxy card, and 2008 Annual Report
(including the 2008 Annual Report on Form 10-K) are available at http://www.proxyvote.com after

entering the control number printed on your proxy card.

Birmingham, Alabama John P. Whittington
April 2, 2009 Corporate Secretary
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HEALTHSOUTH CORPORATION
PROXY STATEMENT

INTRODUCTION

The annual meeting of stockholders of HealthSouth Corporation, a Delaware corporation (“HealthSouth,”
or also “we,” “us,” “our,” or the “Company”), will be held on May 7, 2009, beginning at 11:00 a.m., central time,
at our principal executive offices located at 3660 Grandview Parkway (formerly One HealthSouth Parkway),
Birmingham, Alabama 35243. We encourage all of our stockholders to vote at the annual meeting, and we hope

the information contained in this document will help you decide how you wish to vote at the annual meeting.

COMMONLY ASKED QUESTIONS

Why did I receive these proxy materials?

We are furnishing this proxy statement in connection with the solicitation by our board of directors of
proxies to be voted at our 2009 annual meeting and at any adjournment or postponement. At our annual meeting,
stockholders will act upon the following proposals:

*  Toelect ten directors to the board of directors to serve until our 2010 annual meeting of
stockholders;

*  To ratify the appointment by the Audit Committee of PricewaterhouseCoopers LLP as our
independent registered public accounting firm;

*  To transact such other business as may properly come before the 2009 annual meeting of
stockholders and any adjournment or postponement.

These proxy solicitation materials are being sent to our stockholders on or about April 2, 2009.

What do I need to attend the meeting?

Attendance at the 2009 annual meeting of stockholders is limited to stockholders. Registration will begin
at 10:00 a.m. central time and each stockholder will be asked to present a valid form of personal identification.
Cameras, recording devices and other electronic devices will not be permitted at the meeting. Additional rules of
conduct regarding the meeting will be provided at the meeting.

Who is entitled to vote at the meeting?

The board of directors has determined that those stockholders who are recorded in our record books as
owning shares of HealthSouth as of the close of business on March 19, 2009, are entitled to receive notice of and
to vote at the annual meeting of stockholders. As of the record date, there were 88,312,632 shares of our common
stock issued and outstanding and 400,000 shares of our 6.50% Series A Convertible Perpetual Preferred Stock
issued and outstanding. Our preferred stock is convertible at the option of the holder at any time into shares of
common stock at an initial conversion rate of 32.7869 shares of common stock per share of preferred stock, or an
aggregate of 13,114,760 shares of common stock. Your shares may be (1) held directly in your name as the
stockholder of record or (2) held for you as the beneficial owner through a stockbroker, bank or other nominee,
or both, Our common stock and our preferred stock are our only classes of outstanding voting securities. Each
share of common stock is entitled to one vote on each matter properly brought before the annual meeting. Each
share of preferred stock is entitled to one vote on each matter properly brought before the annual meeting voting
together with the common stock.



What is the difference between holding shares as a stockholder of record and as a beneficial owner?

Most of our stockholders hold their shares through a stockbroker, bank or other nominee rather than
directly in their own name. As summarized below, there are some distinctions between shares held of record and
those owned beneficially.

Stockholder of Record. If your shares are registered directly in your name with our transfer agent, Mellon
Investor Services, LLC, you are considered, with respect to those shares, the stockholder of record, and these proxy
materials are being sent directly to you by us. As the stockholder of record, you have the right to grant your voting
proxy directly to us or to vote in person at the meeting. We have enclosed a proxy card for you to use.

Beneficial Owner. If your shares are held in a stock brokerage account or by a bank or other nominee, you
are considered the beneficial owner of shares held in street name, and these proxy materials are being forwarded
to you by your broker, bank, or nominee which is considered, with respect to those shares, the stockholder of
record. As the beneficial owner, you have the right to direct your broker on how to vote and are also invited to
attend the meeting. However, because you are not the stockholder of record, you may not vote these shares in
person at the meeting unless you obtain a signed proxy from the record holder giving you the right to vote the
shares. Your broker, bank, or nominee has enclosed or provided a voting instruction card for you to use in
directing the broker or nominee how to vote your shares. If you do not provide the stockholder of record with
voting instructions, your shares may constitute broker non-votes. The effect of broker non-votes is more
specifically described in “What vote is required to approve each item?” below.

How can I vote my shares in person at the meeting?

Shares held directly in your name as the stockholder of record may be voted in person at the annual
meeting. Submitting your proxy by telephone, by internet or by mail will in no way limit your right to vote at the
annual meeting if you later decide to attend in person.

Shares held beneficially in street name may be voted in person by you only if you obtain a signed proxy
from the record holder giving you the right to vote the shares.

Even if you currently plan to attend the annual meeting, we recommend that you also submit your proxy
as described below so that your vote will be counted if you later decide not to attend the meeting.

How can I vote my shares without attending the meeting?

Whether you hold shares directly as the stockholder of record or beneficially in street name, you may
direct your vote without attending the meeting. You may vote by granting a proxy or, for shares held in street
name, by submitting voting instructions to your broker, bank, or nominee.

Please refer to the summary instructions below and those included on your proxy card or, for shares held
in street name, the voting instruction card included by your broker, bank, or nominee. The internet and telephone
voting procedures established for our stockholders of record are designed to authenticate your identity, to allow
you to give your voting instructions, and to confirm those instructions have been properly recorded. Internet and
telephone voting for stockholders of record will be available 24 hours a day, and will close at 11:59 p.m. eastern
time on May 6, 2009. The availability of internet and telephone voting for beneficial owners will depend on the
voting processes of your broker, bank or other holder of record. Therefore, we recommend that you follow the
voting instructions you receive.

+  BY INTERNET - If you have internet access, you may submit your proxy from any location in the
world by following the “internet” instructions on the proxy card. Please have your proxy card in
hand when accessing the web site.



»  BY TELEPHONE - If you live in the United States, Puerto Rico, or Canada, you may submit your

proxy by following the “telephone” instructions on the proxy card. Please have your proxy card in
hand when you call.

* BY MAIL - You may do this by marking, signing, and dating your proxy card or, for shares held in
street name, the voting instruction card included by your broker, bank, or nominee and mailing it in
the accompanying enclosed, pre-addressed envelope. If you provide specific voting instructions,
your shares will be voted as you instruct. If you do not have the pre-addressed envelope available,
please mail your completed proxy card to Vote Processing, c/o Broadridge, 51 Mercedes Way,
Edgewood, NY 11717.

If you cast your vote in any of the ways set forth above, your shares will be voted in accordance with your
voting instructions unless you validly revoke your proxy. We do not currently anticipate that any other matters
will be presented for action at the annual meeting. If any other matters are properly presented for action, the
persons named on your proxy will vote your shares on these other matters in their discretion, under the
discretionary authority you have granted to them in your proxy.

Can I access the proxy statement and annual report on the internet?

Yes. This proxy statement, the form of proxy card and our Annual Report on Form 10-K for the year
ended December 31, 2008 (the “2008 Form 10-K”) are available at http://www.proxyvote.com. If you are a
stockholder of record and would like to access future Company proxy statements and annual reports
electronically instead of receiving paper copies in the mail, there are several ways to do this. You can mark the
appropriate box on your proxy card or follow the instructions if you vote by telephone or the internet. If you
choose to access future proxy statements and annual reports on the Internet, you will receive a proxy card in the
mail next year with instructions containing the internet address for those materials. Your choice will remain in
effect until you advise us otherwise. If you have internet access, we hope you make this choice. Receiving future
annual reports and proxy statements via the internet will be simpler for you, will save the Company money and is
friendlier to the environment.

A copy of our 2008 Form 10-K and the proxy materials are also available without charge from the
“Investors” section of our website at http://investor.healthsouth.com. The 2008 Form 10-K and the proxy
materials are also available in print to stockholders without charge and upon request, addressed to
HealthSouth Corporation, 3660 Grandview Parkway, Suite 200, Birmingham, Alabama 35243, Attention:
Corporate Secretary.

Rules adopted by the Securities and Exchange Commission, or the “SEC,” permit the Company to
provide stockholders with proxy materials electronically instead of in paper form, even if they have not made an
election to receive the material electronically. If we decide to take advantage of this electronic delivery
alternative in the future, stockholders will receive a Notice of Internet Availability of Proxy Materials with
instructions on how to access the material on the internet.

Can I change my vote after I submit my proxy?

Yes. Even after you have submitted your proxy, you may change your vote at any time prior to the close
of voting at the annual meeting by:

» filing with our Corporate Secretary at 3660 Grandview Parkway, Suite 200, Birmingham, Alabama
35243 a signed, original written notice of revocation dated later than the proxy you submitted,

*  submitting a duly executed proxy bearing a later date,
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e voting by telephone or internet on a later date, or
e attending the annual meeting and voting in person.

In order to revoke your proxy, we must receive an original notice of revocation of your proxy at the
address above sent by U.S. mail or overnight courier. You may not revoke your proxy by any other means. If you
grant a proxy, you are not prevented from attending the annual meeting and voting in person. However, your
attendance at the annual meeting will not by itself revoke a proxy you have previously granted; you must vote in
person at the annual meeting to revoke your proxy.

If your shares are held in a stock brokerage account or by a bank or other nominee, you may revoke your
proxy by following the instructions provided by your broker, bank, or nominee.

All shares that have been properly voted and not revoked will be voted at the annual meeting.
What is “householding” and how does it affect me?

In accordance with notices previously sent to stockholders, we are delivering one annual report that
includes a proxy statement in a single envelope addressed to all stockholders who share a single address unless
they have notified us they wish to “opt out” of the program known as “householding.” Under this procedure,
stockholders of record who have the same address and last name receive only one copy of proxy materials.
Householding is intended to reduce our printing and postage costs. WE WILL DELIVER A SEPARATE COPY
OF THE ANNUAL REPORT OR PROXY STATEMENT PROMPTLY UPON WRITTEN OR ORAL
REQUEST. You may request a separate copy by contacting the office of investor relations at 3660 Grandview
Parkway, Suite 200, Birmingham, Alabama 35243, or by calling (205) 968-6400.

If you are a beneficial stockholder and you choose not to have the aforementioned disclosure documents
sent to a single household address as described above, you must “opt-out” by writing to Broadridge Financial
Solutions, Inc., Householding Department, 51 Mercedes Way, Edgewood, New York 11717 or by calling
1-800-542-1061, and we will cease householding all such disclosure documents within 30 days. If we do not
receive instructions to remove your account(s) from this service, your account(s) will continue to be householded
until we notify you otherwise. If you own shares in nominee name (such as through a broker), information
regarding householding of disclosure documents should have been forwarded to you by your broker.

Is there a list of stockholders entitled to vote at the meeting?

A complete list of stockholders entitled to vote at the meeting will be open for examination by our
stockholders for any purpose germane to the meeting, during regular business hours, for ten days prior to the
meeting, at the meeting place.

What constitutes a quorum to transact business at the meeting?

Before any business may be transacted at the annual meeting, a quorum must be present. The presence at
the annual meeting, in person or by proxy, of the holders of a majority of the shares of our capital stock
outstanding and entitled to vote on the record date will constitute a quorum. At the close of business on the
record date, 88,312,632 shares of our common stock and 400,000 shares of our preferred stock were issued and
outstanding. Proxies received but marked as abstentions and broker non-votes will be included in the calculation
of the number of shares considered to be present at the annual meeting for purposes of a quorum.



What is the recommendation of the board of directors?
Our board of directors recommends a vote:
¢ “FOR?” the election of each of our ten nominees to the board of directors; and

*  “FOR?” the ratification of the appointment of PricewaterhouseCoopers LLP as HealthSouth’s
independent registered public accounting firm.

With respect to any other matter that properly comes before the annual meeting, the proxy holders will
vote in accordance with their judgment on such matter.

What vote is required to approve each item?
The vote requirements for the proposals are as follows:

*  Each nominee for director named in Proposal One will be elected if the votes for the nominee exceed
50% of the number of votes cast with respect to such nominee. Votes cast with respect to a nominee
will include votes to withhold authority but will exclude abstentions and broker non-votes.

*  The ratification of the appointment of PricewaterhouseCoopers LLP as our independent registered
public accounting firm will be approved if the votes cast for the proposal exceed those cast against
the proposal. Abstentions and broker non-votes will not be counted for or against the proposal.

A “broker non-vote” occurs when a bank, broker or other holder of record holding shares for a beneficial
owner does not vote on a particular proposal because that holder does not have discretionary voting power for
that particular item and has not received instructions from the beneficial owner. If you are a beneficial owner,
your bank, broker or other holder of record is permitted to vote your shares on the election of directors and the
ratification of an independent registered public accounting firm even if the record holder does not receive voting
instructions from you. Absent instructions from you, the record holder may not vote on any “non-discretionary”
matter which includes any stockholder proposal. In that case, without your voting instructions, a broker non-vote
will occur. An “abstention” will occur at the annual meeting if your shares are deemed to be present at the annual
meeting, either because you attend the annual meeting or because you have properly completed and returned a
proxy, but you do not vote on any proposal or other matter which is required to be voted on by our stockholders
at the annual meeting. You should consult your broker if you have questions about this.

The affirmative vote of at least a majority of our issued and outstanding shares present, in person or by
proxy, and entitled to vote at the annual meeting will be required to approve any stockholder proposal validly
presented at a meeting of stockholders. Under applicable Delaware law, in determining whether any stockholder
proposal has received the requisite number of affirmative votes, abstentions and broker non-votes will be counted
and will have the same effect as a vote against any stockholder proposal. There are no dissenters’ rights of
appraisal in connection with any stockholder vote to be taken at the annual meeting.

What does it mean if I receive more than one proxy or voting instruction card?

It means your shares of common stock and preferred stock are registered differently or are in more than
one account. Please provide voting instructions for all proxy and voting instruction cards you receive.

Where can I find the voting results of the meeting?

We will announce preliminary voting results at the meeting and publish final results in our Quarterly
Report on Form 10-Q for the second quarter of 2009.



Who will count the votes?

A representative of Broadridge Financial Solutions, Inc. will tabulate the votes and act as the inspector of
election.

Who will pay for the cost of this proxy solicitation?

We are making this solicitation and will pay the entire cost of preparing, assembling, printing, mailing,
and distributing these proxy materials. If you choose to access the proxy materials or vote over the internet,
however, you are responsible for internet access charges you may incur. In addition to the mailing of these proxy
materials, the solicitation of proxies or votes may be made in person, by telephone, or by electronic
communication by our directors, officers and employees, who will not receive any additional compensation for
such solicitation activities. We will request banks, brokers, nominees, custodians, and other fiduciaries who hold
shares of our stock in street name, to forward these proxy solicitation materials to the beneficial owners of those
shares and we will reimburse them the reasonable out-of-pocket expenses they incur in doing so.

Who should I contact if I have questions?

If you have any questions, need additional copies of the proxy materials, or need assistance in voting your
shares, please call the firm assisting us in the solicitation of proxies:

Broadridge Financial Solutions, Inc.
Telephone: 1-866-450-8471

NO PERSON IS AUTHORIZED TO GIVE ANY INFORMATION OR TO MAKE ANY
REPRESENTATION OTHER THAN THOSE CONTAINED IN THIS PROXY STATEMENT, AND, IF
GIVEN OR MADE, SUCH INFORMATION MUST NOT BE RELIED UPON AS HAVING BEEN
AUTHORIZED. THE DELIVERY OF THIS PROXY STATEMENT WILL, UNDER NO
CIRCUMSTANCES, CREATE ANY IMPLICATION THAT THERE HAS BEEN NO CHANGE IN THE
AFFAIRS OF THE COMPANY SINCE THE DATE OF THIS PROXY STATEMENT.



ITEMS OF BUSINESS REQUIRING YOUR VOTE

Proposal 1 - Election of Directors

Director Nominees

Our board of directors currently consists of ten members. Our board of directors proposes that each of the
ten nominees listed below be elected at the annual meeting as members of our board of directors, to serve until
our 2010 annual meeting of stockholders. Each director nominee named in Proposal One will be elected if the
votes for the nominee exceed 50% of the number of votes cast with respect to such nominee. Votes cast with
respect to a nominee will include votes to withhold authority but will exclude abstentions and broker non-votes.
If a nominee becomes unable or unwilling to accept the nomination or election, the persons designated as proxies
will be entitled to vote for any other person designated as a substitute nominee by our board of directors. We
have no reason to believe that any of the following nominees will be unable to serve. Information relating to each
of the director nominees proposed for election by our board of directors is set forth below.

Date Became

Name Director

Edward A. Blechschmidt*
John W. Chldsey

Posmon

10/2/2007

54  Director; Member of Compensation Committee and of 11/18/2004
Compliance/Quality of Care Committee

Leo I. Higdon, Jr.* 62  Director; Member of Compensation Committee 8/17/2004
(Chairman) and of Finance Committee

John E

L. Edward Shaw, Jr.* 64  Director; Member of Compensatlon Committee and of 6/29/2005

Compliance/Quality of Care Committee

*  Denotes independent director.

There are no arrangements or understandings known to us between any of the nominees listed above and
any other person pursuant to which a director was or is to be selected as a director or nominee, other than any
arrangements or understandings with directors or officers of HealthSouth acting solely in their capacities as such.

Edward A. Blechschmidt

Mr. Blechschmidt was chief executive officer for Novelis, Inc. from December 2006 to May 2007. He
was chairman, chief executive officer and president of Gentiva Health Services, Inc., a leading provider of
specialty pharmaceutical and home health care services, from March 2000 to June 2002. From March 1999 to
March 2000, Mr. Blechschmidt served as chief executive officer and a director of Olsten Corporation. He served
as president of Olsten Corporation from October 1998 to March 1999. He also served as president and chief
executive officer of Siemens Nixdorf Americas and Siemens’ Pyramid Technology from July 1996 to October
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1998. Prior to Siemens, he spent more than 20 years with Unisys Corp., including serving as its chief financial
officer. Mr. Blechschmidt currently serves as a director of Lionbridge Technologies, Inc., Columbia
Laboratories, Inc., Diamond Foods, Inc., and VWR International, LL.C.

John W. Chidsey

Mr. Chidsey is the chairman of the board of Burger King Holdings, Inc. and has served as chief executive
officer and a member of its board of directors since April 2006. From September 2005 until April 2006, he
served as president and chief financial officer. He served as president, North America, from June 2004 to
September 2005, and as executive vice president, chief administrative and financial officer from March 2004
until June 2004. Prior to joining Burger King, Mr. Chidsey served as chairman and chief executive officer for
two corporate divisions of Cendant Corporation: the Vehicle Services Division that included Avis Rent A Car,
Budget Rent A Car Systems, PHH and Wright Express and the Financial Services Division that included Jackson
Hewitt and various membership and insurance companies. Prior to joining Cendant, Mr. Chidsey served as the
director of finance of Pepsi-Cola Eastern Europe and the chief financial officer of PepsiCo World Trading Co.,
Inc. Mr. Chidsey currently serves on the Board of Trustees for Davidson College in Davidson, North Carolina.
Mr. Chidsey is a certified public accountant and a member of the Georgia Bar Association.

Donald L. Correll

Mr. Correll is president and chief executive officer of American Water Works Company, Inc., the largest
and most geographically diversified provider of water services in North America. Between August 2003 and
April 2006, Mr. Correll served as president and chief executive officer of Pennichuck Corporation, a publicly
traded holding company which, through its subsidiaries, provides public water supply services, certain water
related services, and certain real estate activities, including property development and management. From 1991
to 2001, Mr. Correll served as chairman, president and chief executive officer of United Water Resources, Inc., a
water and wastewater utility company. Prior to 1991, Mr. Correll spent nearly 15 years with United Water,
including serving as its chief financial officer. From 2001 to 2003, Mr. Correll served as an independent advisor
to water service and investment firms on issues relating to marketing, acquisitions, and investments in the water
services sector. Mr. Correll served as a director of Interchange Financial Services from 1994 to 2007 and
currently serves as a director and Audit Committee member of New Jersey Resources Corporation. Mr. Correll
currently serves as a member of the USEPA Environmental Financial Advisory Board.

Yvonne M. Curl

Ms. Curl is a former vice president and chief marketing officer of Avaya, Inc., which position she held
from October 2000 through April 2004. Before joining Avaya, Ms. Curl was employed by Xerox Corporation
beginning in 1976, where she held a number of middle and senior management positions in sales, marketing and
field operations, culminating with her appointment to corporate vice president. Ms. Curl currently serves as a
director of Nationwide Mutual Insurance Company, Charming Shoppes, Inc., and Welch Allyn, Inc.

Charles M. Elson

Mr. Elson holds the Edgar S. Woolard, Jr. Chair in Corporate Governance and has served as the director
of the John L. Weinberg Center for Corporate Governance at the University of Delaware since 2000. Mr. Elson
has served on the National Association of Corporate Directors’ Commissions on Director Compensation,
Executive Compensation and the Role of the Compensation Committee, Director Professionalism, CEO
Succession, Audit Committees, Governance Committee, Strategic Planning, and Director Evaluation. He was a
member of the National Association of Corporate Directors’ Best Practices Council on Coping with Fraud and
Other Illegal Activity and he presently serves on that organization’s Advisory Council. In addition, Mr. Elson
serves as vice chairman of the American Bar Association’s Committee on Corporate Governance and was a
member of the American Bar Association’s Committee on Corporate Laws. Mr. Elson has been Of Counsel to
the law firm of Holland & Knight LLP from 1995 to the present.
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Jay Grinney

Mr. Grinney was named our president and chief executive officer on May 10, 2004. From June 1990 to
May 2004, Mr. Grinney served in a number of senior management positions with HCA, Inc., or its predecessor
companies, in particular, serving as president of HCA’s Eastern Group from May 1996 to May 2004, president of
the Greater Houston Division from October 1993 to April 1996 and as chief operating officer of the Houston
Region from November 1992 to September 1993. Before joining HCA, Mr. Grinney held several executive
positions during a nine year career at the Methodist Hospital System in Houston, Texas.

Jon F. Hanson

Mr. Hanson is the chairman and founder of The Hampshire Companies and has over 50 years of experience
in the real estate industry. Mr. Hanson was named non-executive Chairman of the Board of HealthSouth, effective
October 1, 2005. From 1994 through 2005, Mr. Hanson served as chairman of the National Football Foundation and
College Hall of Fame, Inc. He now serves as chairman emeritus. Since 1991, Mr. Hanson has served as a director,
and now serves as the lead director, of Prudential Financial Corp. He also served for 20 years as a director, and now
serves as an honorary director, of the Hackensack University Medical Center. Mr. Hanson currently serves as
chairman of the board of Pascack Community Bank and as a director of Yankee Global Enterprises.

Leo 1. Higdon, Jr.

Mr. Higdon has served as president of Connecticut College since July 1, 2006. He served as the president
of the College of Charleston from October 2001 to June 2006. Between 1997 and 2001, Mr. Higdon served as
president of Babson College in Wellesley, Massachusetts. He also served as dean of the Darden Graduate School
of Business Administration at the University of Virginia. His financial experience includes a 20-year tenure at
Salomon Brothers, where he became vice chairman and member of the executive committee, managing the
Global Investment Banking Division. Mr. Higdon also serves as a director of Eaton Vance Corp.

John E. Maupin, Jr.

Dr. Maupin is president and chief executive officer of the Morehouse School of Medicine located in
Atlanta, Georgia, a position he has held since July 2006. Prior to joining Morehouse, Dr. Maupin held several
other senior administrative positions including president and chief executive officer of Meharry Medical College
from 1994 to 2006, executive vice president and chief operating officer of the Morehouse School of Medicine
from 1989 to 1994, chief executive officer of Southside Healthcare, Inc. from 1987 to 1989, and Deputy
Commissioner of Health of the Baltimore City Health Department from 1984 to 1987. Dr. Maupin currently
serves as a director of LifePoint Hospitals, AIG Retirement Companies, and Regions Financial Corp.

L. Edward Shaw, Jr.

Since March 1, 2006, Mr. Shaw has served as a senior managing director of Richard C. Breeden & Co., or
affiliated companies engaged in investment management, strategic consulting, and governance matters. From
September 2004 to January 2006, Mr. Shaw was Of Counsel with the international law firm of Gibson Dunn &
Crutcher LLP. From January 1, 2004 to September 15, 2004, Mr. Shaw practiced law as a sole practitioner and
served as Independent Counsel to the Board of Directors of the New York Stock Exchange on regulatory matters.
From May 1999 to December 2003, Mr. Shaw served as general counsel of Aetna, Inc., one of the leading
providers of health and group insurance benefits in the United States. Mr. Shaw also served as an executive vice
president and member of the Office of the Chairman of Aetna from September 2000 to December 2003.

Mr. Shaw also currently serves as a director of H & R Block, Inc., Mine Safety Appliances Co., and Covenant
House, the nation’s largest privately funded provider of crisis care to children.

Board Recommendation

The board of directors recommends that you vote “FOR?” the election of all ten director nominees.
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Proposal 2 — Ratification of Appointment of Independent Registered Public Accounting Firm
Appointment of PricewaterhouseCoopers LLP

In accordance with its charter, the Audit Committee selected the firm of PricewaterhouseCoopers LLP to
be HealthSouth’s independent registered public accounting firm for 2009, and with the endorsement of the board
of directors, recommends to our stockholders that they ratify that appointment. Representatives of
PricewaterhouseCoopers LLP are expected to attend the annual meeting and will have the opportunity to make a
statement if they desire, and are expected to be available to respond to appropriate questions.

The Audit Committee recognizes the importance of maintaining the independence of our independent
registered public accounting firm, both in fact and appearance. Consistent with its charter, the Audit Committee
has evaluated PricewaterhouseCoopers LLP’s qualifications, performance, and independence, including that of
the lead audit partner. The Audit Committee reviews and approves, in advance, the audit scope, the types of
non-audit services, if any, and the estimated fees for each category for the coming year. For each category of
proposed service, PricewaterhouseCoopers LLP is required to confirm that the provision of such services does
not impair their independence. Before selecting PricewaterhouseCoopers LLP, the Audit Committee carefully
considered that firm’s qualifications as an independent registered public accounting firm for the Company. This
included a review of its performance in prior years, as well as its reputation for integrity and competence in the
fields of accounting and auditing. The Audit Committee has expressed its satisfaction with
PricewaterhouseCoopers LLP in all of these respects. The Audit Committee’s review included inquiry
concerning any litigation involving PricewaterhouseCoopers LLP and any proceedings by the SEC against the
firm. In this respect, the Audit Committee has concluded that the ability of PricewaterhouseCoopers LLP to
perform services for HealthSouth is in no way adversely affected by any such investigation or litigation.

Pre-Approval of Principal Accountant Services

The Audit Committee of our board of directors is responsible for the appointment, oversight, and
evaluation of our independent registered public accounting firm. In accordance with our Audit Committee’s
charter, our Audit Committee must approve, in advance of the service, all audit and permissible non-audit
services provided by our independent registered public accounting firm. Our independent registered public
accounting firm may not be retained to perform the non-audit services specified in Section 10A(g) of the
Securities Exchange Act of 1934 (the “Exchange Act”). The Audit Committee has concluded that provision of
the non-audit services described in that section is not compatible with maintaining the independence of
PricewaterhouseCoopers LLP.

The Audit Committee has established a policy regarding preapproval of all audit and permissible
non-audit services provided by our independent registered public accounting firm, as well as all engagement fees
and terms for our independent registered public accounting firm. Under the policy, the Audit Committee must
approve annually a resolution setting forth the expected services to be rendered and fees to be charged by our
independent registered public accounting firm during the year. The Audit Committee must approve, in advance,
any services or fees exceeding preapproved levels. The Audit Committee has delegated general preapproval
authority to a subcommittee of which the chairman of the Audit Committee is the only member. All requests or
applications for services to be provided by our independent registered public accounting firm must be submitted
to specified officers who may determine whether such services are included within the list of preapproved
services. All requests for services that have not been preapproved must be accompanied by a statement that the
request is consistent with the independent registered public accounting firm’s independence from HealthSouth.

Principal Accountant Fees and Services

With respect to the audits for the years ended December 31, 2008 and 2007, the Audit Committee
approved the audit services to be performed by PricewaterhouseCoopers LLP, as well as certain categories and
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types of audit-related, tax, and permitted non-audit services. In 2008 and 2007, all of the audit-related and other
fees were preapproved. The following table shows the aggregate fees paid or accrued for professional services
rendered by PricewaterhouseCoopers LLP for the years ended December 31, 2008 and 2007, with respect to
various services provided to us and our subsidiaries.

For the Year Ended
December 31,

2008 2007
(In Millions)
Auditfees e e
Audit-related fees 0.1® 0.9%

=
-

Tax fees , 4 4 —
All othe f " -

Total fees

@

2)

3)

@

&)

©6)

Audit Fees — Represents aggregate fees paid or accrued for professional services rendered for the audit of our consolidated financial
statements and internal control over financial reporting for the years ended December 31, 2008; fees for professional services rendered
for the review of financial statements included in our 2008 Form 10-Qs; and fees that are normally provided by our independent
registered public accounting firm in connection with statutory and regulatory engagements required by various partnership agreements or
state and local laws in the jurisdictions in which we operate or manage hospitals.

Audit Fees — Represents aggregate fees paid or accrued for professional services rendered for the audit of our consolidated financial
statements and internal control over financial reporting for the years ended December 31, 2007; fees for professional services rendered
for the review of financial statements included in our 2007 Form 10-Qs; and fees that are normally provided by our independent
registered public accounting firm in connection with statutory and regulatory engagements required by various partnership agreements or
state and local laws in the jurisdictions in which we operate or manage hospitals.

Audit-Related Fees — Represents aggregate fees paid or accrued for professional services rendered primarily in connection with our June
2008 equity offering.

Audit-Related Fees — Represents aggregate fees paid or accrued for professional services rendered for the carveout financial statement
audits of our surgery centers, outpatient, and diagnostic divisions for the year ended December 31, 2006.

All Other Fees — Represents fees for all other products and services provided by our independent registered public accounting firm that
do not fall within the previous categories. More specifically, these fees primarily include amounts paid to PricewaterhouseCoopers LLP
for services as our Independent Review Organization, as stipulated in the December 2004 Corporate Integrity Agreement.

All Other Fees - Represents fees for all other products and services provided by our independent registered public accounting firm that
do not fall within the previous categories. More specifically, these fees include amounts paid to PricewaterhouseCoopers LLP for
services as our Independent Review Organization, as stipulated in the December 2004 Corporate Integrity Agreement. It also includes
fees for professional services for transaction support associated with the divestitures of our surgery centers, outpatient, and diagnostic
divisions.

Board Recommendation

The board of directors and the Audit Committee recommend that you vote “FOR” ratifying the

appointment of PricewaterhouseCoopers LLP as HealthSouth’s independent registered public accounting
firm for 2009.
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CORPORATE GOVERNANCE AND BOARD STRUCTURE
Corporate Governance
Corporate Governance Guidelines

The board of directors has adopted Corporate Governance Guidelines, which provide, among other
things, that each member of our board of directors will:

*  dedicate sufficient time, energy, and attention to ensure the diligent performance of his or her duties;

'+ comply with the duties and responsibilities set forth in the Corporate Governance Guidelines and in
our By-Laws;

*  comply with all duties of care, loyalty, and confidentiality applicable to directors of publicly traded
Delaware corporations; and

*  adhere to our Standards of Business Conduct, including the policies on conflicts of interest.

Our Nominating/Corporate Governance Committee oversees and periodically reviews the Guidelines, and
recommends any proposed changes to the board of directors for approval.

Code of Ethics

We have adopted Standards of Business Conduct, our “code of ethics,” that applies to all employees,
directors and officers, including our principal executive officer, principal financial officer, principal accounting
officer or controller, or persons performing similar functions. The purpose of the code of ethics is to promote
honest and ethical conduct, including the ethical handling of actual or apparent conflicts of interest between
personal and professional relationships; to promote full, fair, accurate, timely and understandable disclosure in
periodic reports required to be filed by us; to promote compliance with all applicable rules and regulations that
apply to us and our officers and directors; to promote the prompt internal reporting of violations of the code to an
appropriate person or persons identified in the code; and to promote accountability for adherence to the code. We
will disclose any future amendments to, or waivers from, certain provisions of these ethical policies and
standards for officers and directors on our website promptly following the date of such amendment or waiver.

Corporate Website
We maintain a “Corporate Governance” section on our website where you can find copies of our principal

governance documents, including our code of ethics. Our “Corporate Governance” section is located at
http://investor.healthsouth.com and includes the following documents, among others:

*  Charter of the Audit Committee

*  Charter of the Compensation Committee

*  Charter of the Compliance/Quality of Care Committee

*  Charter of the Finance Committee

¢ Charter of the Nominating/Corporate Governance Committee
*  Standards of Business Conduct

*  Corporate Governance Guidelines
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Additionally, our stockholders may obtain, without charge, copies of the documents listed above upon
written request to: HealthSouth Corporation, 3660 Grandview Parkway, Suite 200, Birmingham, Alabama 35243,
Attention: Corporate Secretary.

Board Policy Regarding Voting for Directors

We have implemented a majority vote standard in the election of directors. In addition, we have adopted a
policy whereby any incumbent director nominee who receives a greater number of votes “against” his or her
election than votes “for” such election will tender his or her resignation for consideration by the Nominating/
Corporate Governance Committee. The Nominating/Corporate Governance Committee will recommend to the
board of directors the action to be taken with respect to such offer of resignation.

Communications to Directors

Stockholders and other parties interested in communicating directly to the board of directors, any
committee, or any non-management director may do so by writing to the address listed below:

HEALTHSOUTH CORPORATION
BOARD OF DIRECTORS
P.O. BOX 382827
BIRMINGHAM, ALABAMA 35238
ATTENTION: [Addressee*]

*  Including the name of the specific addressee(s) will allow us to direct the
communication to the intended recipient.

All communications received as set forth in this paragraph will be opened by the office of our General
Counsel for the sole purpose of determining whether the contents represent a message to our directors. Any
contents that are not in the nature of advertising, promotions of a product or service, or patently offensive
material will be forwarded promptly to the addressee. In the case of communications to the board of directors or
any group or committee of directors, the General Counsel’s office will make sufficient copies of the contents to
send to each director who is a member of the group or committee to which the envelope is addressed.

Board Structure and Director Nominations

Board Structure and Meetings

Our business, property, and affairs are managed under the direction of our board of directors. Members of
our board of directors are kept informed of our business through discussions with our chief executive officer and
other officers, by reviewing materials provided to them, by visiting our offices, and by participating in meetings
of the board of directors and its committees.

The board of directors met six times during 2008. Each incumbent member of the board of directors
attended 80% or more of the aggregate of the meetings of the board of directors and of the committees on which
he or she served that were held during the period for which he or she was a director or committee member,
respectively. In addition, it is our policy that directors are expected to attend the annual meeting of stockholders.
The members of the board of directors generally hold a meeting immediately following the annual meeting of
stockholders. Thus, the annual meeting of stockholders and the board of directors meeting are held at the same
location to further facilitate and encourage the directors to attend the annual meeting of stockholders. All
members of our board of directors attended the annual meeting in 2008, except for Yvonne Curl and John
Chidsey.
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Criteria for Board Members

The Nominating/Corporate Governance Committee considers the following factors in evaluating the
suitability of candidates and nominees to our board of directors:

*  Integrity: Candidates should demonstrate high ethical standards and integrity in their personal and
professional dealings.

¢  Accountability: Candidates should be willing to be accountable for their decisions as directors.

*  Judgment: Candidates should possess the ability to provide wise and thoughtful counsel on a broad
range of issues.

*  Responsibility: Candidates should interact with each other in a manner which encourages
responsible, open, challenging and inspired discussion. Directors must be able to comply with all
duties of care, loyalty, and confidentiality applicable to directors of publicly traded Delaware
corporations.

*  High Performance Standards: Candidates should have a history of achievements which reflects high
standards for themselves and others.

. Commitment and Enthusiasm: Candidates should be committed to, and enthusiastic about, their
performance for the Company as directors, both in absolute terms and relative to their peers.
Directors should be free from conflicts of interest and be able to devote sufficient time to satisfy
their board responsibilities.

¢ Financial Literacy: Candidates should be able to read and understand fundamental financial
statements and understand the use of financial ratios and information in evaluating the financial
performance of the Company.

*  Courage: Candidates should possess the courage to express views openly, even in the face of
opposition.

Director Nomination Process

The Nominating/Corporate Governance Committee of the board of directors developed a policy regarding
director nominations (“Nominations Policy™). The Nominations Policy describes the process by which candidates
for possible inclusion in HealthSouth’s slate of director nominees are selected.

Internal Process for Identifying Candidates

The Nominating/Corporate Governance Committee has two primary methods for identifying director
nominees (other than those proposed by stockholders, as discussed below). First, on a periodic basis, the
committee solicits ideas for possible candidates from members of the board of directors, senior level executives,
and individuals personally known to the members of the board. Second, the committee may from time to time use
its authority under its charter to retain, at HealthSouth’s expense, one or more search firms to identify candidates
(and to approve such firms’ fees and other retention terms).

Proposals for Director Nominees by Stockholders

The Nominating/Corporate Governance Committee will consider written proposals from stockholders for
director nominees. In considering candidates submitted by stockholders, the Nominating/Corporate Governance
Committee will take into consideration the needs of the board of directors and the qualifications of the candidate.
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In accordance with our By-Laws, any such nominations must be delivered or mailed to and received by the
Nominating/Corporate Governance Committee, c/o the Corporate Secretary, not less than 90 days nor more than
120 days prior to the anniversary date of the immediately preceding annual meeting of stockholders; provided,
however, that in the event the annual meeting is called for a date that is not within 30 days before or after such
anniversary date, a nomination, in order to be timely, must be received not later than the close of business on the
tenth day following the day on which such notice of the date of the annual meeting was mailed or such public
disclosure of the date of the annual meeting was made, whichever first occurs. The Nominating/Corporate
Governance Committee received no nominee recommendations from stockholders beneficially owning more than
5% of our voting common stock. For nominations for our 2010 annual meeting of stockholders, stockholder
nomination must be delivered to or mailed and received at our principal executive offices on or after January 7,
2010 and not later than February 6, 2010.

Stockholder nominations must include certain prescribed information set forth in Section 3.4 of the
By-Laws, as amended. Specifically, stockholder nominations must set forth: (1) as to each person whom the
stockholder proposes to nominate for election as a director (a) the name, age, business address and residence
address of the person, (b) the principal occupation or employment of the person, (c) the class or series and
number of shares of our capital stock which are owned beneficially or of record by the person, (d) a statement
whether such person, if elected, intends to tender, promptly following such person’s election or re-election, an
irrevocable resignation effective upon such person’s failure to receive the required vote for re-election at the next
meeting at which such person would face re-election and upon acceptance of such resignation by the board of
directors, in accordance with the Corporate Governance Guidelines, and (e) any other information relating to the
person that would be required to be disclosed in a proxy statement or other filings required to be made in
connection with solicitations of proxies for election of directors pursuant to Section 14 of the Exchange Act, and
the rules and regulations promulgated thereunder; and (2) as to the stockholder giving the notice (a) the name and
record address of such stockholder, (b) the class or series and number of shares of our capital stock which are
owned beneficially or of record by such stockholder, (c) a description of all arrangements or understandings
between such stockholder and each proposed nominee and any other person or persons (including their names)
pursuant to which the nomination(s) are to be made by such stockholder, (d) a representation that such
stockholder intends to appear in person or by proxy at the meeting to nominate the persons named in its notice
and (e) any other information relating to such stockholder that would be required to be disclosed in a proxy
statement or other filings required to be made in connection with solicitations of proxies for election of directors
pursuant to Section 14 of the Exchange Act, and the rules and regulations promulgated thereunder. Such notice
must be accompanied by a written consent of each proposed nominee to being named as a nominee and to serve
as a director if elected.

The By-Laws will be provided to any stockholder by mail without charge upon request to the corporate
secretary.

Evaluation of Candidates

The Nominating/Corporate Governance Committee will consider all candidates identified through the
processes described above, and will evaluate each of them, including incumbents, based on the same criteria. If,
after the committee’s initial evaluation, a candidate meets the criteria for membership, the chair of the
Nominating/Corporate Governance Committee will interview the candidate and communicate the chair’s
evaluation to the other members of the committee, the chairman of the board and the chief executive officer.
Later reviews will be conducted by other members of the committee and senior management. Ultimately,
background and reference checks will be conducted and the committee will meet to finalize its list of
recommended candidates for the board’s consideration. The candidates recommended for the board’s
consideration will be those individuals that will create a board of directors that is, as a whole, strong in its
collective knowledge of, and diverse in skills and experience with respect to, accounting and finance,
management and leadership, vision and strategy, business operations, business judgment, crisis management, risk
assessment, industry knowledge, corporate governance and global markets.
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Director Independence
Review of Director Independence

On February 19, 2009, the board of directors undertook its review of the independence of the nominees as
independent directors based on our Corporate Governance Guidelines. During its review, the board of directors
assessed whether any transactions or relationships exist currently or during the past three years existed between
any director or any member of his or her immediate family and HealthSouth and its subsidiaries, affiliates, or our
independent registered public accounting firm. The board of directors also examined whether there were any
transactions or relationships between any director or any member of his or her immediate family and members of
the senior management of HealthSouth or their affiliates. In connection with this determination, on an annual
basis, each director and executive officer is required to complete a Director and Officer Questionnaire which
requires disclosure of any transactions with HealthSouth in which the director or executive officer, or any
member of his or her immediate family, have a direct or indirect material interest. The board of directors
considered that in the ordinary course of business, transactions may occur between HealthSouth and its
subsidiaries and companies at which some of our directors are or have been officers. In each case, the amount of
transactions from these companies in each of the last three years did not approach the levels set forth in the
Corporate Governance Guidelines. The board of directors also considered charitable contributions to
not-for-profit organizations of which our directors or immediate family members are executive officers, none of
which approached the levels set forth in our Corporate Governance Guidelines.

Determination of Director Independence

Based on its review, the board of directors affirmatively determined that each of Edward A.
Blechschmidt, John W. Chidsey, Donald L. Correll, Yvonne M. Curl, Charles M. Elson, Jon F. Hanson, Leo L
Higdon, Jr., John E. Maupin, Jr. and L. Edward Shaw, Jr. is an independent director in accordance with our
Corporate Governance Guidelines. Mr. Grinney, who is our chief executive officer, was not deemed to be
independent. Each of our directors other than Mr. Grinney also satisfies the definition of independence contained
in Rule 303A.02 of the listing standards for the New York Stock Exchange (the “NYSE”). The board of directors
also determined that:

o each member of the Audit Committee, the Compensation Committee, the Compliance/Quality of
Care Committee, and the Nominating/Corporate Governance Committee was an independent
director under our Corporate Governance Guidelines and otherwise meets the qualifications for
membership on such committee imposed by the NYSE and other applicable laws and regulations;

o each member of the Audit Committee had accounting or related financial management expertise and
was financially literate, and otherwise meets the audit committee membership requirements imposed
by the NYSE, our Corporate Governance Guidelines, and other applicable laws and regulations; and
that each of Mr. Blechschmidt, Mr. Chidsey and Mr. Correll qualify as an “audit committee financial
expert” within the meaning of SEC regulations; and

+  each member of the Compliance/Quality of Care Committee was an independent director under our
Corporate Governance Guidelines.

In addition, there are no arrangements or understandings known to us between any of the directors
nominated for election to the board of directors and any other person pursuant to which a director was or is to be
elected as a director or nominee, other than any arrangements or understandings with directors or officers of
HealthSouth acting solely in their capacities as such. None of our directors, nominees or executive officers is a
party to any material proceedings adverse to us or any of our subsidiaries or has a material interest adverse to us
or any of our subsidiaries.
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Standards of Director Independence

Under the listing standards adopted by the NYSE, a director will be considered “independent” and found
to have no material relationship with the Company if during the prior three years:

*  The director has not been an employee of the Company or any of its subsidiaries, and no immediate
family member of the director has been an executive officer of the Company;

*  Neither the director nor an immediate family member of the director has received more than
$120,000 per year in direct compensation from the Company other than director and committee fees
and pension or other forms of direct compensation for prior service (provided such compensation is
not contingent in any way on future service);

*  Neither the director nor an immediate family member of the director has been affiliated with or
employed by a present or former internal or external auditor of the Company;

*  Neither the director nor an immediate family member of the director has been employed as an
executive officer of another company where any of the Company’s present executives serve on that
company’s compensation committee; and

*  The director has not been an executive officer or employee, and no immediate family member of the
director has been an executive officer, of a company that makes payments to or receives payments
from the company for property or services in an amount which, in any single fiscal year, exceeded
the greater of $1 million or 2% of such other company’s consolidated gross revenues.
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Committees of the Board of Directors
Committee Memberships and Meetings

Our board of directors has the following five standing committees, each of which is governed by a charter
and reports its actions and recommendations to the board of directors: Audit Committee, Compensation
Committee, Compliance/Quality of Care Committee, Finance Committee, and Nominating/Corporate
Governance Committee. The following table shows the number of meetings and the membership of each board
committee as of December 31, 2008.
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Audit Committee

We have a separately designated standing Audit Committee established in accordance with
Section 3(2)(58)(A) of the Exchange Act. The Audit Committee’s purpose, per the terms of its charter, is to assist
the board of directors in fulfilling its responsibilities to the Company and its stockholders, particularly with
respect to the oversight of the accounting, auditing, financial reporting, internal control, and compliance practices
of the Company. The specific responsibilities of the Audit Committee are, among others, to:

e assist the board of directors in the oversight of the integrity of our financial statements and
compliance with legal and regulatory requirements, the qualifications and independence of our
independent auditor, and the performance of our internal audit function and our independent auditor;

«  appoint, compensate, replace, retain, and oversee the work of our independent auditor;

« atleast annually, review a report by our independent auditor regarding its internal quality control
procedures, material issues raised by certain reviews, inquiries or investigations relating to
independent audits within the last five years, and relationships between the independent auditor and
the Company;

o discuss our quarterly financial statements and annual audited financial statements with management
and our independent auditor, including management’s assessment of and the independent auditor’s
opinion regarding the effectiveness of the Company’s internal control over financial reporting, and
make recommendations to the board of directors regarding the filing of such statements with the
SEC;

»  discuss earnings press releases with management and our independent auditor, make
recommendations to the board of directors regarding the filing of such press releases, and discuss
financial information and earnings guidance provided to analysts and rating agencies;
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discuss processes with respect to risk assessment and risk management;
set clear hiring policies for employees or former employees of our independent auditor; and

appoint and oversee the activities of our Inspector General who has the responsibility to identify
violations of Company policy and law relating to accounting or public financial reporting, to review
the Inspector General’s periodic reports and to set compensation for the Inspector General and its
staff.

In connection with its duties, the committee reviews and evaluates, at least annually, the performance of
the committee and its members, may obtain the advice and assistance of outside advisors, including consultants
and legal and accounting advisors, and performs all acts reasonably necessary to fulfill its responsibilities and
achieve its objectives. The Audit Committee concluded that, during 2008, it satisfied its duties and
responsibilities under its charter.

Compensation Committee

The Compensation Committee’s purpose and objectives are to oversee our compensation and employee
benefit objectives, plans and policies and to review and recommend to the independent members of the board of
directors the individual compensation of our executive officers in order to attract and retain high-quality
personnel to better ensure our long-term success and the creation of long-term stockholder value. The specific
responsibilities of the Compensation Committee are, among others, to:

review and approve, with respect to the individual compensation of our executive officers, our
compensation programs and policies, including our benefit plans, incentive compensation plans and
equity-based plans, to amend, or recommend that the board of directors amend, such programs,
policies, goals or objectives, and act as (or designate) an administrator for such plans as may be
required;

review and approve (or recommend to the board of directors) corporate goals and objectives relevant
to the compensation of the chief executive officer and other executive officers and evaluate the
performance of the chief executive officer and other executive officers in light of those goals and
objectives;

determine and approve, together with the other independent directors, the base compensation level
and incentive compensation level for the chief executive officer;

determine and approve the base compensation levels and incentive compensation levels for the other
executive officers;

review and discuss with management the Company’s Compensation Discussion and Analysis, and
recommend inclusion thereof in our annual report or proxy statement;

review and approve (or recommend to the board of directors in the case of the chief executive
officer) employment arrangements, severance arrangements and termination arrangements and
change in control arrangements to be made with any executive officer of the Company; and

review and recommend to the board of directors fees and retainers for non-employee members of the
board and non-employee members and chairpersons of committees of the board.

In connection with its duties, the committee reviews and evaluates, at least annually, the performance of
the committee and its members, may obtain the advice and assistance of outside advisors, including consultants
and legal and accounting advisors, and perform all acts reasonably necessary to fulfill its responsibilities and
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achieve its objectives. As discussed in further detail under “Role of Compensation Consultant” on page 25, the
Compensation Committee engaged the independent compensation consultant, Frederic W. Cook & Co., Inc.
(“Frederic W. Cook & Co.”), to assist it in its review and evaluation of executive compensation levels.

Compliance/Quality of Care Committee

The Compliance/Quality of Care Committee’s function is to assist our board of directors in fulfilling its
fiduciary responsibilities relating to our regulatory compliance activities and to ensure we deliver quality care to
our patients. The committee is primarily responsible for overseeing, monitoring, and evaluating HealthSouth’s
compliance with all of its regulatory obligations other than tax and securities law-related obligations and
reviewing the quality of services provided to patients at our facilities. The primary objectives and responsibilities
of the Compliance/Quality of Care Committee are to:

o ensure the establishment and maintenance of a regulatory compliance program and the development
of a comprehensive quality of care program designed to measure and improve the quality of care and
safety furnished to patients;

»  appoint and oversee the activities of a chief compliance officer with responsibility for developing
and implementing our regulatory compliance program, which is subject to our annual review, and
approve, and perform, or have performed, an annual evaluation of the performance of the chief
compliance officer and the compliance office;

»  review and approve annually the quality program description and the performance of the chief
medical officer and the quality of care program;

«  monitor the Company’s compliance with any corporate integrity agreement or similar undertaking,
with the U.S. Department of Health and Human Services Office of Inspector General, or any other
government agency;

«  review periodic reports from the compliance officer, including an annual regulatory compliance
report summarizing compliance-related activities undertaken by us during the year, and the results of
all regulatory compliance audits conducted during the year; and

«  review periodic reports from the chief medical officer regarding the Company’s efforts to advance
patient safety and the quality of our medical and rehabilitative care.

In connection with its duties, the committee reviews and evaluates, at least annually, the performance of
the committee and its members, may obtain the advice and assistance of outside advisors, including consultants
and legal and accounting advisors, and perform all acts reasonably necessary to fulfill its responsibilities and
achieve its objectives.

Finance Committee

The purpose and objectives of the Finance Committee are to assist our board of directors in the oversight
of the use and development of our financial resources, including our financial structure, investment policies and
objectives, and other matters of a financial and investment nature. The specific responsibilities of the Finance
Committee are to review, evaluate, and make recommendations to the board of directors regarding
HealthSouth’s: '

+  capital structure and proposed changes thereto, including significant new issuances, purchases, or
redemptions of our securities;

»  plans for allocation and disbursement of capital expenditures;
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e credit rating, activities with credit rating agencies, and key financial ratios;
¢ long-term financial strategy and financial needs;

. unusual or significant commitments or contingent liabilities; and

*  plans to manage insurance and asset risk.

In addition to its other responsibilities, the committee oversees our major activities with respect to
mergers, acquisitions and divestitures. The committee also reviews and evaluates, at least annually, the
performance of the committee and its members. In connection with its duties, the committee may obtain the
advice and assistance of outside advisors, including consultants and legal and accounting advisors, and perform
all acts reasonably necessary to fulfill its responsibilities and achieve its objectives.

Nominating/Corporate Governance Committee

The purposes and objectives of the Nominating/Corporate Governance Committee are to assist our board
of directors in fulfilling its duties and responsibilities to us and our stockholders, and its specific responsibilities
include, among others, to:

*  assist the board of directors in determining the appropriate characteristics, skills and experience for
the individual members of the board of directors and the board of directors as a whole and create a
process to allow the committee to identify and evaluate individuals qualified to become board
members;

*  make recommendations to the board regarding the composition of each standing committee of the
board, to monitor the functioning of the committees of the board and make recommendations for any
changes, review annually committee assignments and the policy with respect to rotation of
committee memberships and/or chairpersonships, and report any recommendations to the board;

*  review the suitability for each board member’s continued service as a director when his or her term
expires, and recommend whether or not the director should be re-nominated;

*  assist the board in considering whether a transaction between a board member and the Company
presents an inappropriate conflict of interest and/or impairs the independence of any board member;

*  recommend nominees for board membership to be submitted for stockholder vote at each annual
meeting of stockholders, and to recommend to the board candidates to fill vacancies on the board
and newly-created positions on the board; and

*  develop and recommend to the board Corporate Governance Guidelines applicable to the Company
that are consistent with applicable laws and listing standards and to periodically review those
guidelines and to recommend to the board such changes as the committee deems necessary or
advisable.

In connection with its duties, the committee reviews and evaluates, at least annually, the performance of
the committee and its members, may obtain the advice and assistance of outside advisors, including consultants
and legal and accounting advisors, and perform all acts reasonably necessary to fulfill its responsibilities and
achieve its objectives. In connection with its duties, the committee may obtain the advice and assistance of
outside advisors, including consultants and legal and accounting advisors, and perform all acts reasonably
necessary to fulfill its responsibilities and achieve its objectives.
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Compensation of Directors

In 2008, we provided the following annual compensation to directors who are not employees:

Fees Earned
or Paid in Stock Option All Other
Cash ($)®  Awards ($)® Awards ($)® Compensation ($) Total ($)

90,006

i e

Yvonne M

e

195,000

- - .

adon e
John E. Maupin, Jr.

105,000

)  The amounts reflected in this column are the retainer fees earned for service as a director for 2008, regardless of when such fees are paid.
Retainer fees for the first quarter of 2009 are paid in December of 2008. Messrs. Hanson, Chidsey and Shaw elected to defer 50%, 100%
and 100%, respectively, of their fees earned in 2008 under the Directors’ Deferred Stock Investment Plan.

@  Each non-employee director received an award of restricted stock units with a grant date fair value of $90,006 (5,532 units). These
awards are fully vested in that they are not subject to forfeiture; however, no shares underlying a particular award will be issued until the
director ends his or her service on the board, as discussed in further detail under “2004 Amended and Restated Director Incentive Plan”
on page 51. In prior years, non-employee directors received awards of restricted stock, which have since all vested. The value of stock
awards listed in this column has been determined based on the dollar amount recognized for financial statement reporting purposes with
respect to the fiscal year in accordance with Financial Accounting Standards Board (“FASB”) Statement No. 123 (Revised 2004), Share-
Based Payment. This dollar amount recognized is the same as the grant date fair value for each award. The assumptions used in the
valuation are discussed under the heading “Critical Accounting Policies — Share-Based Payments” in Item 7, Management’s Discussion
and Analysis of Financial Condition and Results of Operations, of our 2008 Form 10-K.

®  The aggregate number of option awards outstanding at fiscal year end was as follows: Mr. Hanson (10,000). Other than Mr. Grinney,
whose option awards are disclosed under the table entitled “Outstanding Equity Awards at December 31, 2008,” no other directors had
option awards outstanding at fiscal year end.

Our non-employee directors receive an annual cash retainer of $95,000. In addition to the cash retainer,
the chairman of the board of directors and the chairperson of each committee receive additional compensation for
his or her service as a chairperson. Currently, the chairman of the board receives an additional $100,000 per year
to compensate for the enhanced responsibilities and time commitment associated with that position. The
chairperson of the Audit Committee receives an additional $25,000 per year, the chairperson of the
Compensation Committee receives an additional $15,000 per year, and the chairpersons of the Compliance/
Quality of Care Committee, the Finance Committee, and the Nominating/Corporate Governance Committee each
receive an additional $10,000 per year.

Beginning in 2008, our non-employee directors may elect to defer all or part of their cash retainer fees
under our Directors’ Deferred Stock Investment Plan. Elections are made prior to the beginning of the applicable
year, and directors can only withdraw their participation effective at the beginning of the next year. Under the
plan, amounts deferred by non-employee directors are promptly invested in our common stock by the plan trustee
at the market price at the time of the payment of the fees. Any dividends paid on our common stock are deemed
to be invested in our common stock. Fees deferred under the plan are held in a “rabbi trust” by the plan trustee,
and accordingly, the plan is treated as unfunded for federal tax purposes. Accounts in the plan are distributed in
the form of our common stock upon termination from board service for any reason. In all cases, distributions
generally will commence at least six months after the event triggering the distribution. As of December 31, 2008,
the account balances under the plan were: Mr. Hanson’s 5,682 shares, Mr. Chidsey’s 5,557 shares, and
Mr. Shaw’s 5,557 shares.
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In addition, under our 2004 Amended and Restated Director Incentive Plan, each non-employee member
of the board of directors received a grant of restricted stock units valued at approximately $90,000, which units
were granted at the time annual equity awards were granted to our executives and which units will be settled in
shares of our common stock six months following the date such director ceases serving on our board of directors.
In the future, we expect similar grants to be made annually under the 2008 Equity Incentive Plan, which is
described under “Equity Compensation Plans” beginning on page 50.

In furtherance of the goal to align the interests of our management with those of our stockholders, our
senior management recommended, and our board of directors adopted, equity ownership guidelines for senior
management and members of the board of directors in May 2008. Each non-employee director should own equity
equal in value to a minimum of two times the base annual retainer. Each non-employee director has five years
from the date of adoption to comply with the guidelines. As of February 13, 2009, Messrs. Hanson,
Blechschmidt, Elson, Shaw and Chidsey have satisfied the guidelines.

Mr. Grinney, who is the only director that is also an employee, receives no additional compensation for
serving on the board.

Indemnification and Exculpation

We indemnify our directors and officers to the fullest extent permitted by Delaware law. Our certificate
of incorporation also includes provisions that eliminate the personal liability of our directors for monetary
damages for breach of fiduciary duty as a director, except for liability:

*  for any breach of the director’s duty of loyalty to us or our stockholders;

*  foracts or omissions not in good faith or that involved intentional misconduct or a knowing violation
of law;

*  under Section 174 of the Delaware law (regarding unlawful payment of dividends); or
*  for any transaction from which the director derives an improper personal benefit.

We believe these provisions are necessary to attract and retain qualified people who will be free from
undue concern about personal liability in connection with their service to us.

AUDIT COMMITTEE REPORT

The board of directors has the ultimate authority for effective corporate governance, including the role of
oversight of the management of HealthSouth. The Audit Committee’s purpose is to assist the board of directors
in fulfilling its responsibilities to the Company and its stockholders by overseeing the accounting and financial
reporting processes of HealthSouth, the qualifications and selection of the independent registered public
accounting firm engaged as HealthSouth’s independent registered public accounting firm, and the performance of
HealthSouth’s Inspector General, internal auditors and independent registered public accounting firm. The Audit
Committee members’ functions are not intended to duplicate or to certify the activities of management or the
Company’s independent registered public accounting firm.

In its oversight role, the Audit Committee relies on the expertise, knowledge and assurances of
management, the internal auditors, and the independent registered public accounting firm. Management has the
primary responsibility for establishing and maintaining effective systems of internal and disclosure controls
(including internal control over financial reporting), for preparing financial statements, and for the public
reporting process. PricewaterhouseCoopers LLP, HealthSouth’s independent registered public accounting firm, is
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responsible for performing an independent audit of HealthSouth’s consolidated financial statements, for
expressing an opinion on the conformity of the Company’s audited financial statements with generally accepted
accounting principles, and for expressing its own opinion on the effectiveness of the Company’s internal control
over financial reporting as required by Section 404 of the Sarbanes-Oxley Act of 2002. In this context, the Audit
Committee: :

«  reviewed and discussed with management and PricewaterhouseCoopers LLP the fair and complete
presentation of the Company’s consolidated financial statements and related periodic reports filed
with the SEC (including the audited consolidated financial statements for the year ended
December 31, 2008, and PricewaterhouseCoopers LLP’s audit of the Company’s internal control
over financial reporting);

«  discussed with PricewaterhouseCoopers LLP the matters required to be discussed by Statement on
Auditing Standards No. 61, as amended (AICPA, Professional Standards, Vol. 1, AU Section 380),
as adopted by the Public Company Accounting Oversight Board (“PCAOB”) in Rule 3200T; and

«  received the written disclosures and the letter from PricewaterhouseCoopers LLP required by
Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees),
as adopted by the PCAOB in Rule 3600T, and discussed with PricewaterhouseCoopers LLP its
independence from HealthSouth and its management.

The Audit Committee also discussed with the Company’s internal auditors and PricewaterhouseCoopers
LLP the overall scope and plans for their respective audits; reviewed and discussed with management, the
internal auditors, and PricewaterhouseCoopers LLP the significant accounting policies applied by the Company
in its financial statements, as well as alternative treatments and risk assessment; and met periodically in executive
sessions with each of management, the internal auditors, and PricewaterhouseCoopers LLP.

The Audit Committee was kept apprised of the progress of management’s assessment of the Company’s
internal control over financial reporting and provided oversight to management during the process.

Based on the reviews and discussions described above, the Audit Committee recommended to the board
of directors, and the board of directors approved, that the audited consolidated financial statements for the year
ended December 31, 2008, and management’s assessment of the effectiveness of the Company’s internal control
over financial reporting as of December 31, 2008, be included in our Annual Report on Form 10-K for the fiscal
year ended December 31, 2008 for filing with the SEC. The Audit Committee has selected
PricewaterhouseCoopers LLP as the Company’s independent registered public accounting firm for 2009.

Audit Committee

Edward A. Blechschmidt (Chairman)
John W. Chidsey

Donald L. Correll

COMPENSATION COMMITTEE MATTERS

Scope of Authority

The Compensation Committee acts on behalf of the board of directors to establish the compensation of
executive officers of the Company and provides oversight of the Company’s compensation philosophy. The
committee also acts as the oversight committee with respect to the Company’s equity compensation, bonus and
other compensation plans covering executive officers and other senior management. In overseeing those plans,
the committee may delegate authority for day-to-day administration and interpretation of the plans, including
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selection of participants, determination of award levels within plan parameters, and approval of award
documents, to officers of the Company. However, the committee may not delegate any authority under those
plans for matters affecting the compensation and benefits of the executive officers.

Role of Compensation Consultant

To assist the Compensation Committee in its review and determination of executive compensation levels,
the Compensation Committee engaged Frederic W. Cook & Co. The relationship between Frederic W. Cook &
Co. and HealthSouth relates entirely to executive compensation work performed at the request of the
Compensation Committee. Any other use of the Compensation Committee’s consultant requires the prior
approval of the Compensation Committee. Frederic W. Cook & Co. provided services only to our Compensation
Committee and did not provide assistance to HealthSouth in any other capacity. The Compensation Committee
has the sole authority over the engagement, or the release of the engagement, of its compensation consultant. The
Compensation Committee has instructed Frederic W. Cook & Co. to:

*  assist in evaluating executive compensation programs and executive officers’ compensation;
*  advise the Compensation Committee on compensation trends and best practices;

*  provide third party input on plan design, selection of performance measures for annual and long-term
incentives and the reasonableness of individual compensation awards; and

*  review the content of the Compensation Discussion and Analysis in this proxy statement.

Management has separately engaged Towers Perrin as its compensation consultant. The scope of that
engagement includes providing data on competitive compensation practices and review of, and assistance with,
the Compensation Discussion and Analysis.

Role of Executive Officers and Management

The chief executive officer and the senior vice president of human resources formulate recommendations
on matters of compensation philosophy, plan design, and the specific compensation recommendations for
executive officers (other than the chief executive officer). The chief executive officer gives the Compensation
Committee a performance assessment and compensation recommendation for each of the other named executive
officers. Those recommendations are then considered by the committee with the assistance of its compensation
consultant. The chief executive officer and the senior vice president of human resources attend Compensation
Committee meetings but are not present for the independent sessions or for any discussion of their own
compensation. The Compensation Committee, together with the other independent directors and without input
from the chief executive officer, determines the chief executive officer’s base compensation and incentive
compensation.

Compensation Committee Interlocks and Insider Participation

None of the current members of our Compensation Committee is an officer or employee of HealthSouth.
None of our current executive officers serves or has served as a member of the board of directors or
compensation committee of any other Company that had one or more executive officers serving as a member of
our board of directors or Compensation Committee.
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Compensation Committee Report

The Compensation Committee reviewed and discussed with management the Compensation Discussion
and Analysis required by Item 402(b) of Regulation S-K, and, based upon such review and discussions, the
Compensation Committee recommended to the board of directors that the Compensation Discussion and
Analysis be included in this proxy statement.

Compensation Committee
Leo L. Higdon, Jr. (Chairman)
Yvonne M. Curl

L. Edward Shaw, Jr.

EXECUTIVE COMPENSATION
Compensation Discussion and Analysis

Compensation Philosophy and Objectives

The Compensation Committee (for purposes of this section only, we refer to it as the “Committee™),
which is comprised solely of independent directors, acts on behalf of the board of directors to establish and
oversee implementation of our executive compensation philosophy. In overseeing the annual and long-term
compensation programs as well as the other benefit plans, the Committee seeks to create a remuneration and
incentive program to align the interests of our management with those of our stockholders and to attract, motivate
and retain executives who will enhance long-term stockholder value and HealthSouth’s position as the
preeminent provider of inpatient rehabilitative services in the United States.

Our executive compensation program should be viewed in light of the unique challenges we have faced,
as well as our repositioning going forward. As we have discussed in prior years, our executive compensation
programs previously placed an emphasis on compensating our executives for devoting substantial time and
attention to matters outside the ordinary course of our business or, as we previously have described it, to
resolving the “rocks in the road,” which refer to various legal, financial, and operational challenges the Company
faced resulting from the misconduct of prior management. The end of 2007 marked the successful resolution of
virtually all of the legal, financial and operational challenges in connection with our corporate restructuring.
Accordingly, our executive compensation programs have since transitioned to focusing on operating performance
and the creation of long-term stockholder value. The ability to retain the executive officers who led the efforts to
overcome the “rocks in the road” and who continue to guide the strategic repositioning of the Company has been
a material consideration in our compensation decisions.

Throughout this proxy statement, the individuals who served as our chief executive officer and chief
financial officer during the fiscal year ended December 31, 2008, as well as other individuals included in the
Summary Compensation Table on page 42, are referred to as the “named executive officers” or “NEOs.”

Determining Compensation

In determining appropriate compensation for our named executive officers and, by extension, our senior
management team, the Committee evaluates the executives’ total direct compensation, or “TDC,” which consists
of: (i) base salary; (ii) annual cash incentive; and (iii) long-term equity incentive. As described below, in
determining the aggregate value of each executive’s TDC, the Committee assesses the Company’s performance,
the executive’s level of responsibility, the executive’s contributions to the Company, competitive practices in the
industry, and certain other factors relating to equity awards, such as the amount of awards generally available for
grant under Company plans and the potential dilution and expense relating to such grants. The Committee also
takes into consideration changes in the value (that is, the retentive value) of prior equity grants. The Committee
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does not rely solely on formulas or a limited set of criteria when it evaluates the performance of our executive
officers. Rather, the Committee exercises its business judgment in applying quantitative and qualitative
approaches, as described below in this Compensation Discussion and Analysis, to the facts and circumstances
associated with each executive.

The Committee has authority to make decisions on base salary, annual cash incentives and long-term
equity incentives for all of our NEOs except for the chief executive officer. For our chief executive officer, the
Committee makes recommendations on those compensation elements to the independent directors of our board of
directors, who then determine and approve the final terms of the chief executive officer’s compensation. Both the
Committee and the board of directors review and discuss the chief executive officer’s compensation package
during independent sessions. In determining the compensation package for our chief executive officer, the
Committee and the independent directors of the board of directors assess our financial and operating performance
for which the chief executive officer is ultimately responsible, as well as the chief executive officer’s
achievement of certain individual objectives set forth by the board, as described under “Individual Objectives”
beginning on page 31.

To assess our NEOs’ total direct compensation, the Committee reviews data from compensation surveys,
including those produced by the current management consultant, Towers Perrin, and from publicly available
compensation disclosures. This data is then reviewed by the Committee’s independent consultant, Frederic W.
Cook & Co. The Towers Perrin survey group consists of companies in health care and certain other industries
that are included in the Standard & Poor’s 500 Index and have annual revenues similar to ours. To the extent
Towers Perrin decides to include companies in the survey that have outlying annual revenues in order to have a
more meaningful sample size, the compensation data from those companies is adjusted based on commonly used
statistical techniques to better correlate to data from companies with annual revenues similar to ours. For
confidentiality reasons, Towers Perrin does not disclose to us the companies that are included in this survey. Our
Towers Perrin survey group will be adjusted each year based on our most recent annual revenues at the time of
the survey in order to obtain accurate market comparisons.

These sources provide data on levels of base salary, annual cash incentives and stock-based and other
long-term incentives as well as information on compensation practices, such as the prevalence of types of
compensation plans and the proportions of the components of the TDC package. The surveys are supplemented
by publicly available information and input from Frederic W. Cook & Co. on other factors such as recent market
trends. See “Role of Compensation Consultant” on page 25 regarding our use of compensation consultants.

Our executive compensation program targets TDC between the 50t and 65t percentiles of the
competitive market (based on reported total compensation for the latest year available) that is derived from
survey group data provided by Towers Perrin and peer group data from the Frederic W. Cook & Co. Executives
may achieve higher levels of compensation for exceptional performance. The Committee believes this is the
appropriate percentile range to attract and retain the kind of executive talent required to manage the company on
a go-forward basis. The actual TDC for each of our NEOs for 2008 fell within that range.

At the end of the year, our chief executive officer provides the Committee performance evaluations for all
executive vice presidents and certain senior vice presidents and, based on those evaluations and competitive
compensation practices within the Towers Perrin survey group, makes recommendations to the Committee
concerning their compensation. The Committee considers the chief executive officer’s recommendations based
on each senior executive’s individual responsibilities, performance and overall contribution to the Company’s
results. See the discussion under “Role of Executive Officers and Management” on page 25. The Committee,
pursuant to its charter, establishes base salaries and annual cash incentives for each senior executive other than
the chief executive officer. For all of these senior executives, the Committee recommends long-term equity
incentive awards to the board of directors for final approval.

In establishing performance objectives for our long-term equity awards, the Committee evaluates the
Company’s performance compared to the performance of other public health services companies. For this, the
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Committee, with data and analysis provided by Frederic W. Cook & Co., uses a peer group of companies that the
Committee believes are appropriate for comparison to the Company in terms of industry segment, revenue size
and market capitalization. This peer group consists of the following companies: Amedisys, Chemed Corporation,
Community Health Systems, Gentiva Health Services, Health Management Association, Kindred Healthcare Inc.,
Lifepoint Hospitals Inc., Lincare Holdings Inc., Odyssey Healthcare Inc., Psychiatric Solutions, Inc., Skilled
Healthcare Group Inc., Sun Healthcare Group, Tenet Healthcare Group and Universal Healthcare Services. For
performance share unit awards granted in 2008, our total stockholder return compared to that of the peer group
was one metric for determining if an award will be earned at the end of the two-year performance period (2008
and 2009). See the discussion under “Restricted Stock and Performance Share Unit Awards” beginning on page
36. This peer group is also used for determining the competitive market practices within our industry for
programs such as executive severance and change in control benefits.

Beginning with performance share unit awards made in 2009, the Committee will use the S&P Health
Care Services Select Industry Index, or “S&P HCSI Index,” as the benchmark for making total stockholder return
performance comparisons under our performance-based restricted stock program. See the discussion under
“Restricted Stock and Performance Share Unit Awards” beginning on page 36. The Committee believes the use
of the S&P HCSI Index provides a more consistent and reliable data sample and eliminates the administrative
difficulty of calculating total stockholder return for an ad hoc group of individual companies. The Committee
believes that the companies comprising the S&P HCSI Index represent a more comprehensive list of healthcare
providers and is a better standard against which performance can be measured.

The extreme volatility in the credit and equity markets, particularly in the second half of 2008, created
unique challenges for the Committee in determining appropriate base pay adjustments, annual cash incentives
and long-term equity grants for our NEOs, and, by extension, our entire senior management team. Although the
Company met or exceeded essentially all of the performance expectations established by the board of directors at
the beginning of 2008 as well as the guidance for 2008 it provided to the stockholders, the rapid deterioration of
the credit and equity markets in the fourth quarter caused a significant decline in virtually all publicly traded
companies’ stock prices. Stocks of companies with large amounts of debt and high leverage were especially hard
hit. HealthSouth, with its significant amount of debt and high leverage, was no exception.

As noted below, under “Assessing Achievement of Quantitative and Individual Objectives,” the Company
exceeded its earnings per share target and achieved 98.4% of its free cash flow target, both of which were
performance objectives established by the board of directors for the 2008 Senior Management Bonus Plan.

To ensure that stockholders’ and management’s interests are aligned, the Committee has structured a
significant component of each NEO’s total direct compensation to include performance-based equity. As noted
below, in the case of our chief executive officer, this component accounts for 64% of Mr. Grinney’s TDC; for the
other NEOs, this component accounts for an average of 42% of their TDC. Accordingly, all NEOs have
experienced significant declines in the value of their previously awarded total direct compensation as a
consequence of the recent equity market volatility and resulting decline in the stock price of HealthSouth.

In determining annual incentive compensation for 2008 and target long-term incentives set in 2009, the
Committee considered the achievement of performance objectives, recognized the decline in the previously
awarded TDC experienced by the NEOs and reviewed compensation summaries incorporating components of the
NEOs’ TDC for 2008, including salary, annual and long-term incentive pay, as well as the value of prior year
equity awards and the potential payout obligations under our Executive Severance Plan and Change in Control
Benefits Plan which are described under “Severance Arrangements” beginning on page 39.

Based on this comprehensive assessment, and in consultation with the Committee’s independent
consultant, the Committee and the board of directors determined that our 2008 executive compensation was
reasonable and consistent with HealthSouth’s compensation philosophy and objectives and that each named
executive officer’s total compensation is reasonable and consistent with his or her performance.
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The next section, “Elements of Executive Compensation,” describes how each named executive officer’s
total direct compensation was determined for 2008.

Elements of Executive Compensation
The elements of our executive compensation program include:
e base salary (cash);
. annual incentives (cash); and
*  long-term incentives (equity).

Additionally, in 2008, our executives were eligible for the same benefits offered to other employees,
including medical and dental coverage. Executives are also eligible to participate in our qualified 401(k) plan,
subject to the limits on contributions imposed by the Internal Revenue Service (“IRS”). In order to allow
deferrals above the amounts provided by the IRS, executives and certain other officers are eligible to participate
in a non-qualified deferred 401(k) plan that mirrors the current qualified 401(k) plan. In addition to the standard
benefits offered to all employees, we provide Mr. Grinney with additional long-term disability coverage. Other
than the plans referenced here, we did not provide our executives with compensation in the form of a pension
plan, non-qualified deferred compensation plan or a retirement plan nor do we expect to do so in the future.

In general, we aim to maintain a balance between cash and equity compensation, with a significant
portion of cash compensation being performance-based. As an executive’s responsibility increases, his or her
total compensation mix will generally include a greater percentage of equity as well as a greater percentage of
total compensation at risk. The pie charts below illustrate the compensation mixes in 2008 (excluding “Other
Compensation” as disclosed in the Summary Compensation Table on page 42) for our named executive officers.

Chief Medical Officer and
President and Chief Executive Officer Executive Vice Presidents Senior Vice President

R Base Salary Long-Term
Long T.erm Long-Term 31% Incentive Base Salary
Incentive Incentive 21% 48%
64% 44%
Base Salary
15%
Annual Incentive Annual Incentive Annual Incentive
21% 25% . 31%

Base Salary (Cash)

We provide executives and other employees with base salary to compensate them for services rendered
during the fiscal year. A number of factors are considered in determining executive base salaries, including the
demands of the position, the executive’s scope of responsibilities, an assessment of the executive’s performance,
the executive’s experience and time in the position, internal equity and a competitive market assessment of
similar roles at the companies in the Towers Perrin survey group. Generally, we target our executives’ base
salaries at the 50 percentile of similar positions at the companies in the Towers Perrin survey group. The
Committee believes that variances of 10% from that target are within the competitive range. Messrs. Whittington
and Workman were the only NEOs above this range. Their base salaries, in the opinion of the Committee, were
appropriate given consideration of the factors described above, in particular the demands of that position at the
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Company compared to the companies in the survey group, and the resolution of the “rocks in the road” discussed
under “Compensation Philosophy and Objectives” on page 26, which include the corporate restructuring that
resulted in our use of a comparison group of smaller revenue companies. Dr. Clohan’s base salary was below the
range. Base salaries are reviewed once per year and may be adjusted at the February meeting of our board of
directors after considering the above factors.

At his recommendation, Mr. Grinney did not receive a base salary increase in 2008. Dr. Clohan received a 4%
merit increase and a 5% increase in an effort to bring her within the competitive range for the survey group. The other
NEOs received an average base salary increase of 2.9%. At the recommendation, and with the agreement, of our
executive officers, neither the chief executive officer nor our executive vice presidents received a base salary increase
in 2009. Dr. Clohan received a 3% increase for 2009 again in an effort to make her base salary more competitive.

Annual Incentives (Cash)

The 2008 Senior Management Bonus Plan, approved by our board of directors to incentivize and reward
our executives and officers for annual performance, measures performance against three sets of pre-determined
objectives: (1) quantitative objectives; (2) individual objectives; and (3) qualitative objectives. As noted below in
the “Relative Weightings for Objectives” section, the Committee places significant emphasis on the achievement
of the pre-determined quantitative objectives. While the 2007 Senior Management Bonus Plan tied compensation
decisions more directly to operating performance measures based on certain Adjusted Consolidated EBITDA and
margin rate targets, increases in discharge growth and remediating material weaknesses, the 2008 quantitative
objectives focused specifically on earnings per shares and free cash flow® growth. Earnings per share and free
cash flow growth are annual, internal metrics that the Committee believes are important in measuring progress
toward our strategic objectives and furthering long-term value for our stockholders.

Target Cash Incentive Amount

Under the 2008 Senior Management Bonus Plan, the Committee first approves a target cash incentive
opportunity for each executive officer, based upon a specific percentage of his or her base salary, as listed in the
“Target Cash Incentive as a % of Salary” column in the table below. These target cash incentive opportunities are
comparable to the median incentive level for similar positions in the Towers Perrin survey group.

Relative Weightings for Objectives

The Committee then assigns relative weightings (as a percentage of total cash incentive opportunity) to
the corporate quantitative and individual objectives. The relative weightings of the corporate quantitative
objectives and individual objectives described below take into account the executive’s position in the Company,
with the targets for executives with strategic responsibilities consisting of a higher corporate quantitative
objectives weighting. The Committee decided to place greater emphasis on achievement of corporate quantitative
objectives in 2009 for all NEOs and included a specific objective relating to not exceeding budgeted general and
administrative expenses in the officer’s department. Mr. Grinney’s weightings, however, did not change as they
are set consistent with his letter of understanding that is discussed under “Letter of Understanding with Jay
Grinney” on page 45. The table below summarizes the target cash incentive and relative weightings of
quantitative and individual objectives for each NEO under the Senior Management Bonus Plan.

S For 2008 Senior Management Bonus Plan purposes, earnings per share is calculated on a diluted share count basis by adjusting income
from continuing operations for non-recurring items. In 2008, those items included income from discontinued operations; mark-to-market
adjustments on our government, class action, and related settlement accrual; the net benefit to the Company from the UBS settlement; the
loss on our interest rate swap; and the provision for income tax benefit. The diluted share count includes shares related to the potential
conversion of the Company’s convertible perpetual preferred stock, stock options and warrants.

6 For 2008 Senior Management Bonus Plan purposes, free cash flow is calculated by subtracting cash interest expense and capital
expenditures from Adjusted Consolidated EBITDA and then adding or subtracting the change in net working capital, as appropriate. For
an explanation and reconciliation of Adjusted Consolidated EBITDA, see the discussion under the heading “Liquidity and Capital
Resources — Adjusted Consolidated EBITDA” in Item 7, Management’s Discussion and Analysis of Financial Condition and Results of
Operations of our 2008 Form 10-K.
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Relative Weighting as a % of  Relative Weighting as a % of Target

Target Cash Incentive Cash Incentive
2008 Plan 2009 Plan
Target Cash Corporate Corporate  Corporate

Incentiveasa % | Quantitative Individual | Quantitative G&A Individual

Named Executive Officer of Salary Objectives Objectives Objectives Objectives Objectives
2 i e e

SR

Workman

Corporate Quantitative Objectives

The Committee then establishes certain quantitative objectives for the Company. The 2008 Senior
Management Bonus Plan’s quantitative objectives, relative weightings, and completion status as of December 31,
2008 are summarized in the table below.

Relative

Corporate Quantitative Goal Completion Status

nany g8 Py Bt s i

2. Meet or exceed free cash flow target of $57.4 million. 2. Actual result was $56.5 million.

Individual Objectives

For each named executive officer, with the exception of Mr. Grinney, we also specify two to five
individual, measurable objectives, weighted according to importance. The independent members of the board of
directors establish Mr. Grinney’s individual objectives, and Mr. Grinney establishes the individual objectives for
the other NEOs, subject to review by the Committee. The individual objectives reflect both objectives specific to
each NEQO’s position and also corporate objectives. If the weighted average level of attainment for the corporate
quantitative goals is less than 80%, then no payouts are made for individual objectives.

Mr. Grinney’s individual objectives for 2008 consisted of strategic, financial, information technology and
management development objectives. With respect to the other named executive officers, a formal assessment of
each NEO’s performance against his or her individual objectives is reviewed, assessed and approved by the
Committee. Individual assessments are capped at 100% achievement. The following table describes each of
Mr. Grinney’s individual objectives, targeted results and completion status. For 2008, the independent members
of the board of directors determined that Mr. Grinney achieved 90% of the following objectives based on an
assessment of overall performance.
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Strategic Objectlves Targeted Result Completlon Status

2. Develop appropriate go-forward cap1tal 2. Present capital structure alternatives and 2. Achleved. Capltal structure plan presented;
structure alternatives and recommendations to the Finance deleveraging via secondary equity offering
recommendations. Committee no later than the July 29, recommended to and approved by board of

2008 meeting. directors at its May 2008 meeting.

saiaan
Faid e

2. Decrease G&A as percentage of Net 2. G&A <4.75% of Net Revenue for 2008. 2. Not achieved. G&A expenses were 5.1%
Tevenues. of Net Revenue for 2008.
Informatlon Technology Objectives Targeted Result Completion Status

2 Prepare feas1b111ty study and specific 2 Feasibility study, with recommendatmns 2. Aclneved Feas1b1l1ty study completed
recommendations regarding an Electronic presented to board no later than the implementation deferred due to significant
Clinical Information System (“ECIS”). October 30, 2008 meeting. capital costs of ECIS and desire to

preserve cash in current economic
environment.

Targeted Result Completion Status

2. Develop a diversity strategy for 2. Implement plan by April 1, 2008. 2. Achxeved D1ver51ty Plan completed and
implementation by April 1 to inciude data implementation begun by April 2008.
tracking, leadership and staff training,
community involvement, specific diversity
targets for recruiting, retention and vendor
selection.

The individual objectives for each other named executive officer were closely related, and similar, to the
corporate quantitative and qualitative objectives described in this “Annual Incentives (Cash)” section but
specifically tailored to the functional responsibilities of that NEO. Accordingly, the ability of each NEO to
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achieve his or her individual objectives and the targeted results closely mirrored the Company’s ability to achieve
its quantitative and qualitative objectives and targeted results. For 2008, the Committee concurred with

Mr. Grinney as follows: Mr. Workman achieved 95% of his individual objectives based on an assessment of his
overall performance; Mr. Whittington achieved 95% of his individual objectives based on an assessment of his
overall performance; Mr. Tarr achieved 95% of his individual objectives based on an assessment of his overall
performance; Dr. Clohan achieved 96% of her individual objectives based on an assessment of her overall
performance.

Assessing Achievement of Corporate Quantitative and Individual Objectives

After the close of the year, the Committee assesses performance against the corporate quantitative and
individual objectives for each named executive officer to determine a weighted average result, or the percentage
of each NEQ’s target incentive that has been achieved, for each of those objectives. To reward exceptional
performance, the Committee created an opportunity for the NEOs to receive a “maximum payout level” in the
event actual results meet or exceed a predetermined maximum objective for earnings per share and free cash
flow. This maximum payout opportunity is consistent with the maximum payout opportunity of the majority of
companies included in the Towers Perrin survey group.

Outlined in the table below are the payout levels and corresponding payout multipliers for the quantitative
objectives in plan year 2008.

EPS Free Cash Flow 2008 Payout Multiple
Incentive Payout Level Results Results (% of Target)

Target

m e

$57.4 million 100%

Not eligible <($0.21) < $32.6 million 0%

It is important to note the following:
e The performance measures can be achieved independent of each other.

e Ifresults attained are less than threshold (85% of the target goal) for a component of the corporate

quantitative objectives, then no payout for that component of corporate quantitative objectives
occurs.

¢ Asresults increase above the threshold, a corresponding percentage of the target cash incentive will
be awarded. In other words, levels listed are on a continuum, and straight-line interpolation is used to
determine the payout multiple between two payout levels set forth in the table above. For example,
in 2008 the free cash flow result, $56.5 million, is approximately $0.9 million below the target level
(857.4 million). The difference between actual free cash flow and targeted free cash flow of $0.9
million is 3.6% of $24.8 million, the difference between the target level and the threshold level
($57.4 million-$32.6 million). On a percentage basis, 3.6% of the difference between the target and
threshold payment multiples (100%-50%) is 1.8%. Thus, the corresponding payout multiple for free
cash flow is 98.2% (100%-1.8%).

»  For 2008, earnings per share of $0.49 exceeded the maximum level of the earnings per share
objective, so the related payout multiple was 200%.
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The same analysis is used for payout of corporate quantitative objectives for all NEOs. Based on the
equal weighting of the two quantitative objectives and each executive’s total incentive opportunity, the table
below sets out the bonus payment determinations for each NEO relating to corporate quantitative objectives.

2008 Senior Management Bonus Plan
Payouts for Quantitative Objectives

2008 Target Bonus 2008 Target Bonus
Bonus for Actual  Payment Bonus for Actual  Payment Total Payout for
EPS Objective EPS Based on FCF Objective FCF Based on Quantitative
(50% of total) Payout EPS Results (50% of total) Payout FCF Results Objectives
Named Executive Officer () Level ) ()] Level )

¥

400,
John L. Workman
Johin P, Whittingt
Mark J. Tarr

230,440

The cash incentive attributable to individual objectives is determined by multiplying the relative weighting
of each NEO’s individual objectives as a percentage of the applicable target cash incentive by the target cash
incentive amount by the percentage of the individual goals achieved by that NEO. For example, Mr. Grinney’s
achievement of his individual objectives accounts for 20% of his total target cash incentive ($1,000,000), which
would equal $200,000. For 2008, the Commiittee and the independent members of the board of directors determined
that Mr. Grinney achieved 90% of his individual objectives, so the related payout was $180,000.

Qualitative Objectives

The Committee and the board of directors believe that quantitative objectives and results alone do not
always provide a complete picture of overall performance. Therefore, once the payout level for quantitative
objectives and individual objectives is determined, the Committee then may use achievement of certain
qualitative objectives to increase or decrease overall annual incentive payouts as the Committee deems
appropriate in its discretion. However, as noted above, if the weighted average level of attainment for the
corporate quantitative objectives is less than 80%, none of the target cash incentive is paid, even if all individual
objectives and qualitative objectives are met.

Our qualitative objectives for 2008 and their completion status as of December 31, 2008 are summarized
in the table below. The Committee concluded that for 2008 no adjustments for qualitative objectives were

necessary.

2008 Quali

tive Objectives Completion Status

2. Meet or exceed the development goal of launching a minimum 2. Partially achieved. Through August 2008, we were on pace to
number of new inpatient rehabilitation hospitals including de achieve the targets. We completed three acquisitions, began
novos, joint ventures or acquisitions. construction on one de novo hospital and received CONs for

two de novo hospitals. In the third quarter, we amended our
strategy to place greater emphasis on deleveraging in light of
the weakening credit market and economy and in connection
with that change, we discontinued certain projects. As a
consequence of this change, we did not achieve 100% of
budgeted

4. Fully implement the TeamWorks Non-Clinical Patient Support 4. Achieved. Non-Clinical Patient Support Services installation
Services initiative in all hospitals by the end of 2008. complete in August 2008.
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2008 Qualitative Ob]ectlves Completion Status

5 Reduce reglstered nurse and thy
. end. i ,

d, Therapmt tump r deereased v
8% but reglstered TuLse twrno
‘pmxxmately 12% -

6. Develop a dlversny strategy for implementation by Apnl 1,2008 - 6. Achieved. Diversity Plan completed and implementation begun
to include data tracking, leadership and staff training, community by April 2008.
involvement, specific diversity targets for recruiting, retention
and vendor selection.

10. Achieve improvement in accounts receivable days over 2007 by 10. Achieved. Average days outstandmg 1mproved 0.5 days
the end of 2008.

Total Cash Incentive Payments for 2008

As discussed under “Determining Compensation” beginning on page 26, the Committee believes the
degree of achievement of the quantitative, individual and qualitative objectives warranted cash incentive
payments because these payments were consistent with our executive compensation philosophy in that they
rewarded management for achieving specific annual objectives that strengthened the Company’s position in our
industry and promoted long-term value for our stockholders. The Committee also considered that the Company
met or exceeded all of the guidance for 2008 it provided to the stockholders. The Committee made the cash
incentive determinations at its February 2009 meeting and the independent members of the board of directors
approved the determination of Mr. Grinney’s incentive payments. These amounts were paid in February 2009
and are listed below and in the Summary Compensation Table on page 42.

2008 Senior Management Bonus Plan Payouts

Corporate
Quantitative Individual Qualitative
Objective  Objective Objective

Portion Portion Adjustment Total Payout
Named Executive Officer Title ($) $) $) %)

John L. Workman Executive Vice 446,996 122,060 0 569,056
President and Chief
Financial‘ Officer

aniss

Mark J. Tarr ‘ | Executlve Vlce 230,440 97;885 0
Premdent Operatlons

Dexanne B. Clohan, M.D. = 0

Long-term Incentives (Equity)

To ensure senior management’s interests are aligned with those of stockholders, the Committee has
structured a significant component of each senior executive’s total direct compensation in the form of long-term
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equity awards. The Committee believes that such grants help focus executive attention on managing the business
effectively, retaining senior management and ensuring that strategic and operational decisions are based on
considerations that align the long-term interests of senior management with the stockholders. In 2008, our
stockholders approved the 2008 Equity Incentive Plan that replaced our 1998 Restricted Stock Plan and our 2005
Equity Incentive Plan. Certain option, restrict stock and performance share unit grants remain outstanding under
these two plans.

The 2008 Equity Incentive Plan provides participants in the plan at all officer levels with the opportunity to
earn restricted stock and, for the chief executive officer and the executive vice presidents, stock options, thereby
aligning all levels of management with stockholders and placing a significant portion of their total direct compensation
“at risk.” The chief executive officer’s and the executive vice presidents’ 2008 restricted stock grants were all
performance-based. Beginning in 2009, all senior management restricted stock grants will be performance-based.
During the measurement period, these restricted stock grants are deemed to be performance share units, or “PSUs.”
The plan provides stock options to the chief executive officer and the executive vice presidents to place additional
emphasis on company-wide performance and strategic decisions that can directly affect stock value compared to
individual performance objectives that the Committee believes can be rewarded more easily with restricted stock
awards. The table below sets out the equity compensation mix for our senior executives.

Equity Compensation Mix (by value)

2008 2009
Performance- Time-Based Performance- Time-Based
based restricted Restricted based restricted Restricted
Position stock (PSU) Stock Options stock (PSU) Stock

Restricted Stock and Performance Share Unit Awards

Restricted stock awards are granted at the discretion of the independent directors of the board of directors
based on recommendations from the Committee. Prior to 2008, we granted restricted stock awards to be earned
solely based on whether the individual was or is employed by us through the term of the applicable vesting
schedule, typically prorated vesting over a three-year period. The purpose of those grants was to align executive
compensation with increased stockholder values, provide competitive compensation and enhance retention, and
encourage executive stock ownership.
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In 2008, the Committee determined that, for senior executives, performance-based vesting conditions for
restricted stock awards are appropriate because such awards further align executives’ goals with the interests of
stockholders and help ensure that compensation reflects performance. Under the 2008 Equity Incentive Plan,
senior executives may be granted performance share units, which entitle the grantee to receive a pre-determined
range of restricted shares upon achievement of specified performance objectives. The number of performance-
based restricted shares earned is determined at the end of a two-year performance period based on the level of
achievement of earnings per share’ and total stockholder return® objectives. The Committee chose these metrics
as objectives because they are directly aligned with creating stockholder value. These objectives are weighted
equally, each accounting for 50% of the total award potential. If restricted shares are earned at the end of the
two-year performance period, the participant must remain employed until the end of the following year at which
time the shares fully vest.

Outlined in the table below are the payout levels and corresponding payout multipliers for all
performance-based restricted stock awards in 2008.

Restricted Stock Actual 2 Year EPS Actual 2 Year TSR Payout Multiple
Payout Level Performance Performance v. Peer Group (% of Target)

Not eligible Less than $0.00 Less than 30th Percentile 0%

It is important to note the following:
»  The performance measures can be achieved independent of each other.

e Ifresults attained are less than threshold for either performance measure ($0.00 for earnings per
share or the 30t percentile of our peer group for total stockholder return), then no restricted shares
are earned for that performance measure in that performance period.

*  Asresults increase above the threshold, a corresponding percentage of target equity value will be
awarded. In other words, levels listed are on a continuum, and straight-line interpolation is used to
determine the payout multiple between two payout levels set forth in the table above. For example,
if, at the end of the two-year performance period on December 31, 2009, the total stockholder return
result is in the 60t percentile of the peer group, then the Company has exceeded the target level (the
50t percentile) by ten percentiles and that difference is 40% of spread between the maximum level
and the target level (75% percentile — 50t percentile). On a percentage basis, 40% of the difference
between the maximum and target payment multiples (200%-100%) is 40%, so the corresponding
payout multiple for total stockholder return is 140%.

7 For 2008 Equity Incentive Plan purposes, earnings per share is calculated on a diluted share count basis by adjusting income from
continuing operations for non-recurring items. In 2008, those items included income from discontinued operations; mark-to-market
adjustments on our government, class action, and related settlement accrual; the net benefit to the Company from the UBS settlement; the
loss on our interest rate swap; and the provision for income tax benefit. The diluted share count includes shares related to the potential
conversion of the Company’s convertible perpetual preferred stock, stock options and warrants.

8 For purposes of the 1998 Restricted Stock Plan and 2008 Equity Incentive Plan, total stockholder return is calculated by dividing the sum of
the yearly change in share price and the per share amount of dividends paid, if any, by the beginning share price for the measurement
period. In each case, the share price used is the average for the 20-day period preceding the beginning of the year. For performance
evaluation at the end of 2008, the total stockholder return of our ad hoc peer group of healthcare services companies (as described in
“Determining Compensation” beginning on page 26) was the benchmark. Beginning with grants made in 2009, the Committee will use the
S&P HCSI Index as the benchmark for making total stockholder return performance comparisons under our performance-based restricted
stock program.
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Option Awards

Each stock option permits the holder, generally for a period of ten years, to purchase one share of our
common stock at the exercise price, which is the closing market price on the date of issuance. Options generally
vest ratably in equal annual increments over three years from the grant date. Options are granted pursuant to the
2008 Equity Incentive Plan at the discretion of the independent directors of the board of directors based on
recommendations from the Committee.

Equity Grant Timing

Our practice is to have the independent directors on our board of directors approve equity grants at the
February board meeting, based on recommendations of the Committee. The Committee approved the 2008 equity
grants on February 20, 2008. The number of shares of common stock underlying the equity grants was
determined using, for restricted stock, the average closing price for our common stock over the 20-day trading
period preceding February 1 and, for stock options, the value of each option derived from a Black-Scholes
pricing model. The stock option grants were not priced and issued until February 28, 2008, two business days
after the filing of our Annual Report on Form 10-K for the year ended December 31, 2007. The Committee
recommended, and the independent directors approved, the 2009 equity grants on February 19, 2009, and the
stock option grants were priced and issued on February 27, 2009, three business days after the filing of our 2008
Form 10-K. We anticipate continuing our practice of approving equity grants at the February meeting of our
board of directors and having the stock option grants priced and issued on the last business day of February.

Long-term Incentive Awards in 2008 and 2009

Based on data provided from Towers Perrin and analysis and guidance from Frederic W. Cook & Co.
regarding industry trends and norms, the Committee targeted equity incentive compensation for each NEO
consistent with the 50t to 60t percentile range for the respective job positions at companies surveyed, provided
that TDC remained in the competitive range as discussed in “Determining Compensation” beginning on page 26.
At target performance levels, Mr. Grinney is eligible to receive approximately $4 million in equity;

Mr. Workman is eligible to receive approximately $1 million in equity; Mr. Whittington and Mr. Tarr are eligible
to receive the equity opportunity equivalent to approximately 150% of the mean of salary for our executive vice
presidents; and Dr. Clohan is eligible to receive the equity opportunity equivalent to approximately 100% of the
mean of salary for our senior vice presidents.

The Grants of Plan-Based Awards During 2008 table on page 44 describes the equity awards made in
2008 along with the estimated fair value of those equity awards. Again, if threshold levels for both performance
objectives are not met, then no performance-based restricted stock awards will be earned at the end of the
two-year performance period. The Summary Compensation Table on page 42 does not reflect the actual equity
awards in a given year because, under SEC rules, that table reports the value of equity awards expensed during
2008. The equity awards granted in 2008 will be expensed over a three-year period in accordance with applicable
accounting rules.

The Committee recommended to the board of directors that our executives be eligible to receive the same
value of long-term equity incentive awards in 2009 as in 2008. Given the volatile economic and operating
environment in late 2008, the Committee sought input from Frederic W. Cook & Co. regarding the latest market
practices for long-term equity grants. Despite the lack of published data for late 2008, Frederic W. Cook & Co.
provided its observations to the Committee. The Committee considered the retention and incentive value of
outstanding equity grants and the competitive market information. The Committee determined that the long-term
equity incentive grant value should remain the same for 2009 awards. The Committee confirmed that in doing
this the “burn rate” (the number of shares granted divided by the total number of our shares outstanding) for the
Company would be within 10% of the mean “burn rate” of the Frederic W. Cook & Co. peer group for 2008 and
that the “overhang” (the total number of shares outstanding and available for issuance under long-term incentive
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plans divided by the total number of our shares outstanding) would be less than the mean “overhang” for the peer
group. Taking into account the recommendations of the Committee, the independent members of our board of
directors made the final determination at their February 2009 meeting regarding long-term equity incentive
awards under the 2008 Equity Incentive Plan.

Equity Ownership Guidelines for Management

In furtherance of the goal to align the interests of our management with those of our stockholders, our
senior management recommended, and our board of directors adopted, equity ownership guidelines for senior
management and members of the board of directors in May 2008. For purposes of the guidelines, the value of
equity owned includes the value of outstanding shares owned and unvested restricted stock previously granted
and the target value of performance-based restricted stock previously granted but not yet earned. Each executive
and director has five years from the date of adoption to comply with the guidelines. As of February 13, 2009,
Messrs. Grinney and Workman have satisfied the guidelines. Outlined in the table below are the ownership
guidelines:

Position

Perquisites Philosophy

We do not have any perquisite plans or policies in place for our executive officers except that we pay
premiums for group term life insurance and long-term disability insurance for all employees with additional long
term disability coverage provided to Mr. Grinney. In general, the board of directors, the Committee, and
executive management do not believe such personal benefit plans are necessary for us to atfract and retain
executive talent.

Severance Arrangements

Executive Severance Plan

The goal of the Executive Severance Plan is to help retain qualified officers whose employment with us
may be terminated under circumstances beyond their control. Our named executive officers and all senior vice
presidents are participants in the plan, which is filed as an exhibit to our 2008 Form 10-K on February 24, 2009.
As a condition to receipt of any payment or benefits under the plan, participating employees must enter into a
non-solicitation, non-disclosure, non-disparagement and release agreement. Under the plan, if a participant’s
employment is terminated by the participant for good reason, by HealthSouth other than for cause, by
HealthSouth by reason of the participant’s disability or as a result of the participant’s death (all defined in the
plan), then the participant is entitled to receive a cash severance payment, health benefits, and the other benefits
described below. The terms of the plan, including the payment triggering events, were determined by the
Committee to be consistent with market data from our peer group and Towers Perrin’s health care industry
survey group.

The cash severance payment for our president and chief executive officer would be three times his salary
then in effect plus any accrued, but unused, paid time off and accrued, but unpaid, salary. The cash severance
payments for our executive vice presidents and senior vice presidents would be two and one times, respectively,
the participant’s annual salary then in effect, plus any accrued, but unused, paid time off and accrued, but unpaid,
salary. This amount is to be paid in a lump sum within 60 days following the participant’s termination date. In
addition, except in the event of termination for cause or resignation for lack of good reason, the participant and
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the participant’s dependents continue to be covered by all life, health care, medical and dental insurance plans
and programs, excluding disability, for a period of 36 months for the president and chief executive officer, 24
months for the executive vice presidents and 12 months for senior vice presidents.

Amounts paid under the plan are in lieu of, and not in addition to, any other severance or termination
payments under any other plan or agreement with HealthSouth. As a condition to receipt of any payment under
the plan, the participant must waive any entitlement to any other severance or termination payment by us,
including any severance or termination payment set forth in any employment arrangement with us. Payments
under the plan do not include “gross ups” for federal taxes payable on amounts paid under the plan.

Upon the death or disability of a participant under the plan, the termination of a participant without cause,
or his or her resignation for good reason, a prorated portion of any equity award subject to time-based vesting
only that is unvested as of the effective date of the termination or resignation will automatically vest. If any
restricted stock awards are performance-based, the Committee will determine the extent to which the
performance goals for such restricted stock have been met and what awards have been earned. The “prorated
portion” means a fraction of the award, the numerator of which is the number of months elapsed from the date of
grant of such award through the effective date of termination or resignation and the denominator of which is 36.

Change in Control Benefits Plan

The goal of the Change in Control Benefits Plan is to help retain certain qualified officers, maintain a
stable work environment and provide financial security to those officers. Our NEOs and other officers are
participants in the plan, which is filed as an exhibit to our 2008 Form 10-K on February 24, 2009. As a condition
to receipt of any payment or benefits under the plan, participating employees must enter into a non-solicitation,
non-disclosure, non-disparagement and release agreement.

Under the Change in Control Benefits Plan, participants are divided into three different tiers as designated
by the Committee. Messrs. Grinney, Workman, Whittington, Tarr are Tier 1 participants; Tier 2 is comprised of
regional presidents and certain senior vice presidents, including Dr. Clohan, with higher responsibility levels; and
Tier 3 includes senior vice presidents with lower responsibility levels. Upon the occurrence of a change in
control as defined in the plan, each outstanding option to purchase common stock held by participants will
automatically vest, and, for options granted on or prior to November 4, 2003, the scheduled expiration shall be
extended for up to a year. For Tier 1 and 2 participants, all options granted after November 4, 2005 will remain
exercisable for three and two years, respectively, following a change in control. Restricted stock that is not
performance-based (i.e., time-lapse) and restricted stock units will automatically vest upon the occurrence of a
change in control. If the restricted stock is performance-based, the Committee will determine the extent to which
the performance goals for such restricted stock have been met and what awards have been earned.

If a participant’s employment is terminated within 24 months following a change in control or within
three months of a potential change in control, either by the participant for good reason (as defined in the Change
in Control Benefits Plan) or by HealthSouth without cause, then the participant shall receive a lump sum
severance payment. For Tier 1 and 2 participants, the lump sum severance is 2.99 times and two times,
respectively, the highest base salary in the prior three years plus an average of actual bonuses for the prior three
years for the participant. Payments do not include “gross ups” for federal taxes payable on amounts paid under
the plan. In addition, except in the event of termination for cause or resignation for lack of good reason, the
participant and the participant’s dependents continue to be covered by all life, health care, medical and dental
insurance plans and programs, excluding disability, for a period of 36 months for Tier 1 participants and 24
months for Tier 2 participants. The terms of the plan, including the definition of a change in control event, were
determined to be consistent with health care industry market data from the Committee’s and management’s
consultants.
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Key Executive Incentive Program

In the third quarter of 2005, our chief executive officer developed and recommended the Key Executive
Incentive Program to the Committee. This program responded to unusual employee retention needs we were
experiencing at that particular point in our Company’s history, and served as a means of ensuring management
continuity during the Company’s strategic repositioning, which was expected to continue through 2008.
Accordingly, this program was structured to keep key members of our management tearn intact and to be an
effective deterr